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SALARIES AND EXPENSES 
Program and financing 
1955 actual 1956 estimate | 1957 estimate 


Program by activities: 


1. Aerodynamic research-.- -- $25, 915, 000 $31, 217, 000 $34, 473, 000 

2. Powerplants research - 5, 458, 000 16, 922, 000 17, 770, 000 

3. Aircraft structural research. .----- 6, 918, 000 8, 171, 000 9, 000, 000 

4. Operating problems research 1, 867, 000 1, 944, 000 1, 950, 000 

5. Headquarters management and coordination 1, 371, 788 | 1, 531, 000 1, 507, 000 

Total obligations 51,529,788 | 59, 785, 000 44, 700, 000 
Financing: Unobligated balance no longer available 710, 212 350, 000 

Appropriation - ‘ i. 51, 240,000 | 60, 135, 000 64, 700, 000 
Reappropriation. - - - ashen oe = 1, 000, 000 : 


Obligations by locations 








Location 1955 actual | 1956 estimate | 1957 estimate 
1. NACA Headquarters, Washington, D. C }. $1,338, 752 $1, 494, 309 $1, 471, 000 
Contracts fcr research at educational and scientific 
institutions and other Government agencies 942, 183 950, 000 1, 000, 000 
2. Langley Aeronautical Laboratory, Langley Field, Va 20, 117, 456 22, 308, 440 | 24, 072, 000 
3. Ames Aeronautical Laboratory, Moffett Field, Calif___. 8, 498, O11 11, 683, 450 13, 179, 000 
4. Lewis Flight Propulsion Laboratory, Cleveland, Ohio | 18,207,519 | 20,421,132 | 21, 824, 000 
5. High-Speed Flight Station, Edwards, Calif 1, 705, 182 1, 936, 693 | 2, 029, 250 
6. Pilotless Aircraft Station, Wallops Island, Va | 687, 925 954, 425 | 1, O88, 365 
7. Western Coordination Office, Los Angeles, Calif. _- } 19, 25: 20, 805 20, 625 
8. Wright-Patterson Liaison Office, Dayton, Ohio 13, 505 15, 756 15, 760 
Total obligations ba a 51,529,788 | 59,785, 000 64, 700, 000 
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Obligations by objects 























Object classification 1955 actual | 1956 estimate | 1957 estimate 
Total number of permanent positions 7, 570 8,155 | 8, 579 
Full-time equivalent of all other positions_.- caiman | 1 | 1 1 
4 verage number of all employees B+ foal 7, 242 | 7, 775 | 8, 253 
Number of employees at end of year ne ‘i 3 7, 508 8, 084 | 8, 523 
Average salaries and grades: | 
General schedule grades: 
Average salary peihhsin nieces une $5, 542 $6, 000 | $6, 068 
Average grade GS-8.4 | GS-8.3 GS-8.3 
Grades established by the Director of the NACA: Av 
Rane odd atin anata nigrnngedneuet $4, 785 _S, 770 | $4, 743 
1 Personal services: ~| | 
Permanent positions. _-_-. slashed ins | $38,083,208 | $42,465,068 | $45, 153, 000 
Positions other the an permane nt. ‘ 4,344 | 5, 000 5, 000 
Regular pay above 52-week base_-- - -- aie ; 155, 605 | ON ii cia 
Payment above basic rates___- ««wednes wet | 244, 699 260, 160 | 292, 000 
Total personal services ne ace baie . 38, 487, 946 | 42, 900, 000 45, 450, 000 
02 Travel pies 302, 630 | 330, 000 380, 000 
03 Transports ation of things : ; 138, 404 121, 000 | 121, 000 
04 Communication services decors dead ads coal 175, 268 193, 000 193, 000 
05 Rents and utility services___- tact a 683, 701 | 788, 140 | 977, 600 
Electric power seal 3, 281, 964 6, 020, 860 | 7, 988, 400 
06 Printing and reproduction. _-- cee Stes. Seta 90, 419 107, 000 | 107, 000 
07 Other contractual services : a | 285, 520 | 340, 850 349, 660 
epee emt alterations. ......... 2 ek 749, 361 | 1, 043, 900 1, 083, 790 
ON SS =e eee 742, 183 | 750, 000 | 800, 000 
Services by other agencies 3 : aM 98, 730 | 107, 250 | 96, 550 
Research services. __ ; 200, 000 200, 000 | 200, 000 
Security investigations 91, 710 | 100, 000 | 50, 000 
08 Supplies and materials iwiaiapwe hseeinnnes aineie eeeae as 4, 230, 170 | 4, 630, 000 | 4, 750, 000 
09 Equipment 1, 904, 574 2) 100, 000 | 2, 100, 000 
13. Refunds, awards, and indemnities Se pbi ; | 9, 000 9, 000 
15 Taxes and assessments : ; hase mate 5 | 50, 000 | 50, 000 
Subtotal nae 59, 791, 000 64, 706, 000 
Deduct charges for quarters and subsistence- - - - a 6, 000 | 6, 000 
Total obligations : Soman Sau ate: Nad 529, 788 59, 785, 000 | 64, 700, 000 


Budget authorizations, expenditures and balances 


| 1955 actual | 1956 estimate 1957 estimate 





BUDGET AUTHORIZATIONS AVAILABLE | 


| | 





OT i hana pene $51, 240,000 | $60,135,000 | $64, 700, 000 
Reappropriation of prior year balance- pe eendee ceeat Ry DB iccmneti ates ne oseinoir | cetarntiate bead crete 
Obligated balance brought forward...........--.-.--..--.--.-| 6, 424, 171 | 5, 884, 014 | 5, 500, 009 

Total budget authorizations available_...........-..--.- 58, 664, im | ia 66, 019, 014 71, 200, 000 








EXPENDITURES AND BALANCES 


} 
| 
Expenditures— 














Out of current authorizations. .......-....-.------------ -| 46,328,021 | 53, 785, 000 58, 500, 000 
ON A I III. ecco ec cecesuccacnnen 5, 561, 976 | 5, 215, 000 5, 500, 000 
No Se ned ochioneeee | 51,889,997 | 59, 000, 000 64, 000, 000 
Balance no longer available: | 
Unobligated (expiring for obligation) ........-....---.----- 710, 212 MII Rgccsteieiac: = peti 
REE. coat bceuuheet peisiubanconsences=enss Fabiana ew oon ions 179, 948 | 169, 014 200, 000 
Obligated balance carried forward..........-...-...-.-.------- 5, 884, 014 6, 500, 000 7, 000, 000 
Total expenditures and balances_--_........---.-.------- | §8, 664,171 | | 66, 019, 014 14 | 71, 200, 000 





Mr. Tuomas. The committee will come to order. 

We have with us this morning the National Advisory Committee 
for Aeronautics. It is certainly most pleasant to have our most dis- 
tinguished friends with us again, Dr. Jerome C. Hunsaker, Chairman; 
Dr. Hugh L. Dryden, Director; Dr. John F. Victory, executive 
secretary; Mr. John W. Crowley, Associate Director for Research; 
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Mr. E. H. Chamberlin, executive officer; Mr. Ralph E. Ulmer, budget 
officer; Dr. H. J. E. Reid, Director of the Langley Aeronautical 
Laboratory; and Dr. Edward R. Sharp, Director of the Lewis Flight 
Propulsion Laboratory, in Cleveland. I believe last year at this time 
you were having a round with the doctors, were you not? 

Dr. SHarp. Yes, sir. 

Mr. Tuomas. You apparently won. You seem to be in fine shape 
now. We are all on your side. 

Mr. Chairman, if you or your colleagues have any statements for us, 
we will be delighted to hear from you as long as you want to talk. 


GENERAL STATEMENT 


Dr. Hunsaker. Mr. Chairman, on the 17th of November 1955, 
my colleagues on the committee wrote a letter to the Congress of the 
United States. 

Mr. THomas. What date was that? 

Dr. Hunsaxer. The 17th of November 1955. That letter was 
so carefully done it expresses not only the chairman’s feelings but the 
feelings of my colleagues. I believe they would like that put in the 
record. I think you have seen it. 

Mr. Tuomas. I do not know if I have or not. How long is it? 

Dr. Hunsaker. Three and one-half pages. 

Mr. Tuomas. Read it. If you put all that time and attention 
in it, we will be glad to hear it. 

Dr. Hunsaker. It is addressed to the Congress of the United 
States. 

Mr. Tuomas. Is that your annual report? 

Dr. Hunsaker. Yes. [Reading:] 


OPENING STATEMENT, FORTY-FIRST ANNUAL REPORT, 1955, NATIONAL 
ADVISORY COMMITTEE FOR AERONAUTICS, WASHINGTON, D. C 
NOVEMBER 17, 1955 


To the Congress of the United States: 


In accordance with act of Congress, approved March 3, 1915, as 
amended (U.S. C., title 50, sec. 151), which established the National 
Advisory Committee for Aeronautics, the Committee submits its 
41st annual report for the fiscal year 1955. 

In the 10 years since World War II, practical progress in aero- 
nautics has been more rapid than in any like period since man learned 
to fly. There have been several scientific ‘‘breakthroughs,” notably 
in jet propulsion and high-speed aerodynamics. Now, however, 
further progress depends on the solution of extremely baffling prob- 
lems requiring new knowledge of the laws of nature which govern 
flight at the higher speeds and altitudes envisioned. The magnitude 
of these problems is exceeded only by the importance of the possi- 
bilities that can be realized by their solution. 

The decisions we make now regarding the extent of our research 
effort may well determine whether the United States may maintain 
its present position of world leadership in the air. 

When the NACA was established in 1915— 


to supervise and direct the scientific study of the problems of flight, with a view 
to their practical solution— 
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a compelling reason for its creation was the fact that in the United 
States, birthplace of the airplane, aeronautical progress had been so 
slow that several other nations had gained leads over the United 
States. Even then, when the potential value of the airplane both in 
war and peace was but dimly seen by the public, the importance of 
aeronautics and what had to be done to advance it was recognized 
by the Congress. 

In the years that followed World War I, definite leadership in 
aeronautics was regained by the United States. This continuing 
achievement has been the result of a partnership in which the Con- 
gress, the military air services, the aircraft industries, and the NACA 
have joined. As its part, the NACA undertook research to provide 
basic information which talented designers in industry used in de- 
veloping superior airplanes, both civil and military. 

How successful this team effort has been was emphasized by the 
recent public disclosuce of the discovery and experimental verification 
of a new aerodynamic concept known as the “area rule,” and of its 
prompt use by the aircraft dustry. It is a simple method of re- 
ducing the sharp increase in drag he retofore associated with transonic 
flight, and has already led to gains in speed of more than 100 miles per 
hour by supersonic airplanes. Richard T. Whitcomb, Aeronautical 
Research Scientist at the NACA Langley Aeronautical Laboratory 
has just been awarded the Collier Trophy— 
for discovery and experimental verification of the area rule, a contribution to basic 
knowledge yielding significantly higher airplane speed and greater range with 
same power. 

This accomplishment, described in more detail on page 2 of this 
report was the result of research begun im 1951 as the first major 
project made possible by the new transonic wind tunnels. It is 
important to recall that when the NACA requested and received 
from the Congress in 1946 funds for these transonic wind tunnels, 
there could be no guaranty that there would come so early and so 
large a gain from their use. 

By mid-1952, the validity of the new design concept had been 
sufficiently verified by intensive wind tunnel research to warrant 
confidential disclosure to the military services and to the manu- 
facturers of high-speed airplanes. The military services had already 
committed hundreds of millions of dollars in contracts for supersonic 
airplanes. From the standpoint of national security, it was impera- 
tive that such heavy investments provide superior ‘airplanes. The 
timely availability of the area rule concept and its prompt applica- 
tion by industry assured to the military services airplanes with much 
superior supersonic capabilities. 

Today, problems associated with a nuclear engine suitable for air- 
craft propulsion and with an intercontinental ballistic missile are 
perhaps the most pressing. An airplane powered by a nuclear engine 
would have range limited only by the endurance of the crew. An 
intercontinental ballistic missile traveling at speeds from ten to fifteen 
thousand miles an hour would be extremely difficult to intercept. 
Only seconds would elapse between the time such a missile could be 
detected and the time it would reach its target. 

At a time when the world is searching for the means to an enduring 
and honorable peace, it is vital that we in the United States maintain 
our qualitative lead in aeronautics and the resulting economy of effec- 
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tive airpower. We will do well to remember that to maintain such a 
lead depends on the vigor and skill with which we press our funda- 
mental and applied research. 

We should also keep in mind that with each advance in speed, 
problems requiring scientific investigation multiply, become more 
complex and difficult, and their study and solution more costly. The 
potential advantages to the cause of world peace if America first 
solves these problems are obvious. 

Respectfully submitted. 

JEROME C. HuNsAKER, Chairman. 


Dr. Hunsaker. With that in mind an estimate has been prepared 
by the staff and agreed to by the committee as being our proper 
judgment of what can be done with existing facilities and manpower 
of the country. We discussed it with the Bureau of the Budget and 
you have had it transmitted to you, sir, and we are here to explain 
it in any way that seems helpful, and to justify it. 

Mr. Tuomas. A very nice statement, and very much to the point. 

Dr. Dryden, do you or your associates have anything to say? 

Dr. Drypren. Yes. I would like to take up 1 or 2 points. 

Mr. Tuomas. Let me interrupt you, You know we all like pictures, 


ADVANCES IN RUSSIAN TECHNOLOGY 


Dr. DrypEeNn. We have some. 

When I was before the committee last year, I brought in some 
Russian books we were obtaining at that time which gave us some 
feel of the caliber of our competition in this area. The only reason 
for bringing another one is that this is a particularly interesting book 
with the date 1955 dealing with the mechanical design of jet engine 
powerplants. 

Mr. Tuomas. You do not mean you went back to Europe again 
this year? 

Dr. Drypren. No. 

Mr. THomas. Your trip 2 years ago produced this very timely and 
worthwhile book, Russian Technical Manpower. Did you _ not 
originate that? 

Dr. DrypeEn. I do not think I originated it. 

Mr. Tuomas. We gave you credit for it. You came back and made 
2 or 3 speeches over the country and other people began to pick up 
your identical remarks and figures. 

Dr. Drypen. | do not think I was the first to talk about Russian 
manpower. This is a very important book because it does bring 
together such objective evidence as is available. We have similar 
information in this country scattered throughout various publications, 
but I have not seen in English a textbook for training people in the 
mechanical design of jet engines. There are pictures in here that I 
think any of you can follow showing, for example, blade failures, 
gear failures, and so on. They have carried on a lot of experimental 
work, 

Mr. Tuomas. Will you translate that for us? 

Dr. DrypEen. We have not really read this book because we have 
had it only a short time. 

Mr. Tuomas. This is a Russian textbook? 
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Dr. Drypen. It is a Russian textbook used in training people in 
the mechanical design of jet engines. In this country, as far as I 
know, we do not teach people in school this sort of material. 

Mr. Tuomas. Do you mean that is a superior operation to anything 
we have in our colleges and universities? 

Dr. Drypen. I will let you judge that. They are focusing their 
attention on the training of people to do specific military and technical 
jobs. In this country we might feel that this is a narrow type of 
education. We sometimes say technicians. I cannot agree they are 
training technicians with a book like this; they are training mechanical 
engineers. That is the way they are getting more engineers. That 
is one significance. Another is, if you look through these pictures 
you will see they have a big effort on jet engines. It just happens to 
be an interesting book that came out recently. 

Mr. Tuomas. It is written in Russian. I cannot read a word of it. 

Mr. Bouanp. It is in Russian but the pictures are understandable. 
This would be something that would be reserved, I suppose, for the 
engineers and technicians? 

Dr. Hunsaker. This book is a high-level textbook to train a gas- 
turbine specialist. It goes into some of the things we are researching 
on, such as, How do these blades vibrate? Are they vibrating by 
themselves? If they break, how do they break? There is a picture 
showing that they do break. 

Mr. Tuomas. If they know that, they have done some research 
on it. 

Dr. Hunsaker. Yes. 

Dr. Drypren. They are working on a cooling system for the blades. 

Mr. Bouanp. I think it is a good thing to call a book of this kind 
to the committee’s attention. I think this committee understands 
the problem very thoroughly, but I do not think all the American 
people do. Some of them think the Russians are a backward people 
and they are not. They are advancing as quickly or perhaps more 
quickly than most of the nations of the world. You cannot under- 
estimate them. 

Dr. Drypen. We know Mr. Thomas and Mr. Phillips both have 
made studies on this. This is an interesting book and shows they 
are working hard. 

RESEARCH IN AERODYNAMICS 


We have talked many times about the multiplication of problems 
with the advance in technology. I have two charts to try to show 
that. One relates to the field of aerodynamics generally. What it 
shows is the speed in terms of multiplies of the speed of sound of 
various airplanes and missiles which have been or are under develop- 
ment from the earliest time down to the present time in the upper 
curve. The lower curve shows the speeds at which we have been 
able to make experiments. It is very desirable but not always pos- 
sible to have your research done before you do your development. 
I believe in the middle course. If you do all your research before 
you start development, it prolongs the process unreasonably, and if 
you do your development liaise your research, it is very expensive 
and wasteful. Some middle ground is, I think, extremely desirable. 
We have been able to keep up fairly well until recent years, and the 
thing that changes the picture is the great urgency in the very high- 
speed missiles. 
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The word “‘aircraft’’ here means aircraft and missiles. 

(Discussion off the record.) 

Dr. Drypen. To come back on the record, the development 
people are interested in speeds very much higher than that. 


PROPULSION RESEARCH 


I think the most concrete way of showing the increase in the scope 
is this one, which shows the number of dollars in millions that we have 
spent in various areas on propulsion research applicable to particular 
types of engines. The chart shows we had about 2,600 people doing 
research before the jet engine days on the reciprocating engine, an 
engine whose potential was limited. Work on this engine was largely 
based on cut and try methods. A great boost in scientific methods and 
technology came in World War II or later. 

We are now working on five different types of engines. We are 
spending the same amount of money and people on 5 types of engines 
as on 1 in the old days. We are putting most of our efforts in the 
turbojet field. Most of our effort is there. Then we have the ram-jet, 
the turboprop, the rocket, and the nuclear propulsion engine. We 
have been building up nuclear propulsion rather slowly. Last year 
you authorized a facility that will enable us to do better in that field. 

The only thing I am trying to bring out is that our job is continually 
expanding in scope. A drastic decision was made before my time to 
stop research on the reciprocating engine. The reason is that the 
potential of the reciprocating engine had passed. 

Mr. Tuomas. All you need now is good repairmen? 

Dr. Drypen: Essentially, and minor improvements. Some people 
have raised the question with us, Why do you not stop work on turbojet 
engines and go entirely to nuclear engines? This would take us to 
working on things that are much further in the future and we do have 
a responsibility for the next airplanes that are coming along that will 
use turbojet engines. 


DISTINCTION BETWEEN VARIOUS TYPES OF PROPULSION ENGINES 


Mr. Tuomas. What is the difference between turbojet and ram-jet? 

Dr. Drypen. The turbojet applies to propulsion resulting from 
expelling a jet of air backward. ‘The common example is to blow up 
a balloon and release it in the room. In the turbojet we have a 
hot-air jet. In the turbojet a compressor is used to compress the 
air prior to burning. The ram-jet has no compressor at all and 
obtains its compression by the ram action of the air through which 
it moves. For this reason, a ram-jet missile has to be boosted off 
the ground by a rocket or some other method. It operates very 
efficiently at high speed. 

The rocket carries all the oxygen needed for combustion. A rocket 
can operate anywhere, in the water, outside the atmosphere, or on 
the ground. The rocket usually burns its fuel very rapidly and 
transfers its energy to the vehicle very quickly. 

Nuclear propulsion is still in its early stages. The reactor is a 
substitute for the fuels presently being used. 

The only point I was trying to bring out was the multiplication of 
problems. I think this is a clear way to show how our responsibility 
has been expanding. 
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This other chart shows you some of the problems of rocket engines. 
We are not designing rocket engines. We study the cooling of rocket- 
engine chambers. We make a study of the design of nozzles, This 
expansion ratio is very important. The starting of a rocket is very 
important, how to start it without blowing it up and how to start it 
at high altitudes. Then there is the problem of controls. This gets 
into what you measure in order to control the engine, how to combine 
the things you measure, and soon. There are a great many principles 
of engine control and our work, again, is to work on the principles. 
What is the best thing to measure and how do you put it together? 

I think this is the only part | want to deal with, and I will turn you 
over to Mr. Crowley to go over very briefly a few areas in which we 
have done work and the problems involved. I would like to ask you 
to let him talk freely and let us check the record for security later. 

“AREA RULE” CONCEPT 

Mr. Crow.ey. Dr. Hunsaker mentioned the “area rule,”’ how you 
thin down the fuselage and in effect keep the cross sectional area of the 
airplane the same as the original fuselage. By taking some of the 
area out of the fuselage we can get tremendous speed. 

This chart was shown last year but I want to show it to you again. 
The performance of the original airplane, the F—102 airplane, was such 
we could not get a speed of over about 660 miles an hour. Now that 
airplane, with its necked-down fuselage is going more than 100 miles 
per hour faster. That is due to this particular break-through made by 
Mr. Whitcomb for which he was awarded the Collier Trophy this year. 

This [indicating model] is a Navy version. This is the F-11F. The 
application of the “area rule’’ has made it possible for that airplane to 
be a carrier-based supersonic airplane. 

The X-1 was the first airplane to go through the speed of sound. 
Now we have a number of operational airplanes such as the F—102 and 
in the future we will have the F—-104. These airplanes that are going 
through the speed of sound show us we have some very important 
problems that need to be solved, first in the control at high altitudes, 
and second, in the heat developed as these airplanes go ‘through the 
atmosphere. This is the next barrier we are confronted with, the heat 
barrier, and we are working very hard in our laboratories on that 
problem. 

(Discussion off the record.) 

Mr. Puivirs. Mr. Chairman, it might be a good idea to ask if the 
disclosure of this design by an airplane journal was premature. I was 
in France when it happened and as I understand it the airplane 
journal publisher said he would not hold it any longer, that he felt it 
should be released. 

Dr. Drypren. There was some discussion about whether you release 
it on the stated release date or a day or two earlier. We were quite 
pleased because that information was held secret 1% years after the 
reporters came in with the story and wanted to write it. If you are 
interested, I can review the record on that. The difficulty from the 
beginning has been that the theoretical literature contained this 
general matter years before but no one attributed any significance to 
it. It was only when the transonic wind tunnel was built and the 
experiments were conducted that anyone thought it had any sig- 
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nifieance. I wrote in 1953 that “some question arises about the 
necessity for a confidential classification. The fact is, however, 
that the real significance was not recognized until Whitcomb’s dis- 
covery and as of now there is nothing in the unclassified literature to 
indicate the importance.’’ I asked various groups in government, 
industry, and the universities to join in a confidential classification of 
the “area rule’ in September 1953. 

Dr. Hunsaker. | might say Dr. Dryden was able to accomplish 
this because of his eminence in the scientific world. 

Mr. Tomas. In other words, when this magazine published last 
August—-— 

Dr. HuUNSAKER. May. 

Mr. Tomas. Did they give away any secrets? 

Dr. Hunsaker. No. It was already out. 

Dr. Drypen. As soon as an airplane is flying it is hard to keep 
it secret. The reporters came to me in April 1954 and I expounded 
my view on how damaging it would be to release the “Area Rule’”’ 
story at that time. 

Mr. THomas. How much advantage do we have over our competi- 
tors by virtue of this? 

Dr. Drypren. Two to three years. We have airplanes with it 
flying. 

Mr. Tsomas. No more than 2 years? 

Dr. Drypven. No. 

Mr. Tuomas. It is problematical how much advantage we could 
have had if we had kept our mouths shut. 

Dr. Drypren. The editor of Aviation Week had the story in April 
1954. Hecame to me and I told him what I thought about the secur- 
ity aspect. He said ‘“We made a policy decision to refrain from any 
mention of this in Aviation Week until prototype airplanes embodying 
this principle are open for public view. This decision was made 
despite the fact that our reports unearthed the basic fact on the 
development and application from a wide variety of technical sources.”’ 

Mr. Thomas. What right has that man—even though we have 
freedom of speech and press, what right does he have to publish to 
the world 

Dr. Drypen. He didn’t. He agreed not to. 

Mr. THomas. He finally did. 

Dr. Drypen. Before he did that he consulted us and at that time 
there were quite a number of airplanes flying which incorporated the 
Area Rule principle. Publications in the foreign literature in Sweden 
and Germany also discussed the same general subjec t. The theoreti- 
cal aspects were in the literature before. 

Mr. Tuomas. There is a difference between theory and having a 
visible object applying that theory and that is what we did. 

Dr. Drypven. It is released as soon as the airplane is flying where 
people can see it. 

Mr. THomas. It does not mean anything to the average pilot and 
average mechanic and only means something to a very highly trained 
physic ist or one trained in aerodynamics. 

Dr. Drypen. A photograph of the airplane is all that is needed and 
when the airplanes are out and flying we couldn’t make any attempt 
to hold it further. 

Dr. Hunsaker. Mr. Phillips wondered whether there had been pre- 
mature disclosure by the press. There was not. They had a prema- 
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ture knowledge. ‘They held back for more than a year until they were 
given a release. 

Dr. Drypen. The Associated Press also cooperated; they found it 
out later. I would say in this case we had pretty good cooperation 
from the press. 

Now I should make this clear. There are, I think, three reports 
declassified covering the general idea. There is a lot more to it than 
that, limitations of its application, how much can you indent the 
fuselage without getting into some other trouble, what methods you 
use. ‘This information is still classified. We have not opened up this 
entire subject area. This is something that is always hard for some- 
one not in the technical field to appreciate; that we have not thrown 
this open for open discussion of the numbers and details and limita- 
tions. The only thing that has been released is the fact that there is 
a principle, and the general nature of the principle which they can see 
from the airplanes which incorporate it. 

Mr. Botanp. When did Aviation News break this story? 

Dr. Drypen. September 1955. 

Mr. Botanp. When did Life magazine carry it? 

Dr. Drypen. They all carried it. 

Dr. Hunsaker. They got it from the technical press. 

Mr. Vicrory. That Life story was subsequent to the release. 

Dr. Hunsaker. As soon as it appeared in photographs any smart 
aerodynamicist could see the significance of the development. The 
thing cap be unraveled once you see there is a solution. If we build 
the airplane and spend money on it, that is evidence to other people 
that it must work all right or we wouldn’t be doing it. With a great 
Air Force you can’t forego making use of advances in the art just for 
security. 

Mr. Tuomas. Go ahead. 

Mr. Crowtey. For Mr. Phillips’ information I show this chart 
which shows the F-102. Because of the use of the ‘area rule,” it 
has been possible to increase its speed by more than 100 miles per 
hour. 

(Discussion off the record.) 


ENGINE DESIGN 


Dr. Suarp. With the concepts that this gives we are able to predict 
considerable advances in the design of engines. The higher speeds 
will enable us to use shorter compressors. We will compress the same 
engine—somewhat the same diameter but we will compress the same 
engine into a size something like this. 

This is getting in another field, but I want to point out some of the 
problems. Dr. Dryden showed you how we are working on five en- 
gines and some of the problems associated with a rocket engine. 
The problems associated with a liquid cooled ractor embrace very 
many of the same mechanical problems and problems of design. 
The areas in which we are skilled and can contribute and have been 
asked to by the military and by AEC are in the compressor, in the 
pump, the fuel elements, the moderator, the control rods, and the 
control of the entire engine, the control of the reactor, the heat 
exchanger, and then the turbine. 

All of these are fields in which NACA skills, experience, and staff 
capabilities are required in order to make sufficient progress. 
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COMPONENT RESEARCH FACILITY FOR NUCLEAR PROPULSION 


Dr. Suarp. Now, I would like to give you, sir, just an interim 
report on the status of the reactor facility which you authorized 
and appropriated for last year. I would like to tell you how we 
are doing. 

We studied some 22 sites around the country. 

Mr. THomas. What was that amount, $4,850,000? 

Dr. SHarp. Yes. We would have liked to build this new facility 
in the middle of the Cleveland Laboratory for convenience but we 
couldn’t do that because of safety considerations. ‘The nearer we 
could have it in point of time to the Cleveland Laboratory, the better. 
We were offered some 22 sites ranging as far afield as Cumberland, 
Md. We desired to locate it at a Government site if we could, 
site already owned by the ree and one that would con- 
tinue to be owned by the Government. We have had very good 
cooperation with the Army Ordnance in the past in the matter of 
the crash fire work. At the Ravenna Arsenal they provided us with 
a large amount of land where we could do this crash fire work in 
safety. We were fortunate in locating Government-owned land for 
this new facility just 50 miles from Cleveland on the new Ohio Turn- 
pike, 1 hour from the Lewis Laboratory. The Ordnance people are 
located there at Plum Brook Arsenal and they have 500 acres that 
they said we can have. It will require some cost for site develop- 
ment. They previously used the area to manufacture an explosive 
known as pentolite which they no longer have an interest in. It is 
necessary that we decontaminate the area where pentolite might have 
been spilled. 

Preliminary design has been completed and we are now in the 
process of going before the Atomic Energy Commission for their 
approval on matters of site location and matters of safety of the re- 
actor. We have to have what amounts to a license from them for 
every move we make. We expect before the year is over to have 
construction well underway at Plum Brook. We are anxious to 
get moving. 

Dr. Drypen. I would like to add one statement. We are talking 
about concepts of advanced engines which are, of course, not the 
engines going in the airplanes laid down today. They are for the 
next generation of airplanes. So I hope you will take this with the 
proper degree of optimism and pessimism. Don’t think the air- 
planes you see 3 years from now are going to have this kind of engine 
in them. 

Mr. Tuomas. We understand this is pure basic research and you 
are developing the fundamental principles that will be used by some 
type of engine in some planes 15 years, 10 years, certainly not earlier 
than 10 years from now. 

Dr. Drypen. The order of 10 years. 


EFFECT OF HEAT AT HIGH SPFEDS 


Dr. Rep. This is a picture taken at very high supersonic speeds 
and shows what happens to a body that is moving in a supersonic 
stream. If a body moves fast enough at high enough speeds, the air 
being compressed at the leading edges of the wing and nose, is ver y; 
very hot, due to the compression. 
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Mr. Osrerrac. What is the area of supersonic speeds? 

Mr. Rem. Anything above Mach No. 1, at sea level around 700 
miles an hour. lt happens to be less at high altitudes because it is 
colder and the speed of sound is lower at high altitudes. If you 
increase the Mach number high enough you will actually melt the 
normal metals that we know about. 

(Discussion off the record.) 

Mr. Tuomas. This is Dr. Reid, in charge of the laboratory at 
Laneley Field, Va 

(Discussion off the record.) 


FATIGUE OF METALS 


Mr. Crow.ey. This has nothing to do particularly with high 
speeds we have talked about. This is fatigue. Fatigue is when 
metal fails after being worked back and forth awhile. After a time 
it loses some strength and a small crack or small cracks usually show 
up. In an ordinary plane those cracks can be examined visually, 
but when you have small cracks that develop because of any reason— 
and fatigue is one reason—in a pressurized vessel like our cabins in 
airplanes which are under pressure, you can have an seahaciee e failure. 

That is what happened to several British airplanes. The British 
did a beautiful job in putting together at least one of these airplanes 
that broke up and they determined what had happened. A little 
crack developed from this tiring of the metal, from the fatigue, in one 
corner of one of the windows and as soon as that developed it exploded. 

We have been working with that question at Langley in particular 
and I think we know pretty well how to take care of a pressurized 
vessel so that this fatigue crack won’t cause too much difficulty. 

I am not going into the details on this chart, but it shows that when 
you use your structure properly, you can control the type of failure, 
so that the air just leaks out and causes no great damage. 

I have a little experiment to illustrate the point. This is truly 
scientific. This is a pressurized vessel [an inflated rubber balloon] a 
stressed skin device like a pressurized cabin, Where it is highly 
stressed and you develop a hole in a portion that is highly stressed, 
you will get an explosive failure. If you develop a little hole in it 
where it is not highly stressed, like at the ends here [Mr. Crowley 
punctured the balloon at the end], you have no particular failure from 
it. I think you will expect this [puncturing the balloon at the middle]. 
This lets go with an explosion. We found out that if we used proper 
reinforcement to the skin, or at least if we make our structure. prop- 
erly, we can make a small hole and not cause any particular trouble 
[demonstrating on a balloon with reinforcement]. That is a soft 
failure and under those circumstances there would be no particular 
damage to an aircraft. 

Better than that we found we didn’t even need the longitudinal 
supports for the skin. If we used proper cross supports, we could still 
get by with a soft failure [demonstrating]. The air is blowing out and 
this is a very soft failure. We think that we have a pretty good 
picture of how to control this very important and very dangerous type 
of accident. 

Mr. Tuomas. What pressure did the British planes have? 
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Mr. Crowuey. They were flying at thirty to thirty-five thousand 
feet. 

Mr. Tuomas. What is the inside pressure? 

Mr. Crowtey. About 8 pounds per square inch. 

Mr. Paruures. What is the highest altitude a plane has been flown 
with people in it? 

Dr. Drypen. Ninety thousand feet with a research plane. 

Mr. Puriures. People in it? 

Dr. Drypen. A single person. 

(Discussion off the record.) 

Dr. Drypen. I think this completes a hasty sketch of certain fields 
of effort. If there is any particular field you want——— 


DISTRIBUTION OF RESEARCH EFFORT BETWEEN LABORATORIES 


Mr. Tuomas. What is the difference in the research effort of your 
four laboratories? 

Dr. Drypren. In magnitude? 

Mr. Tuomas. In range of activity. 

Dr. Drypen. To begin with, the Lewis laboratory is wholly con- 
cerned with research proble ms related to aircraft propulsion. They 
work with engines of various types, with fuels, with the lubrication of 
bearings, with engine cooling problems, with air inlet problems, and 
many other proble ms related to flight propulsion. 

The Langley laboratory, which is our oldest laboratory, works in 
the general field of aerodynamics , structures, and hydrodynamics, 
At the Langley laboratory’s auxiliary station at Wollops Island we 
also conduct aerodynamic experimentation by means of rocket-pro- 
pelled models. 

The Ames laboratory’s work is wholly within the aerodynamics 
field. The projects in aerodynamics are coordinated between the 
two laboratories so they are not working on the same problems, but 
to show the differences would take a very elaborate list of projects. 

There is no basic distinction other than that we will assign a project 
to one laboratory or the other depending on the fae ilities which are 
re quired and the availability of the manpower. 

The station at Edwards has to do solely with flight tests on high 
speed aircraft. 

For all practical purposes it can be said that the laboratory on the 
Pacific coast and the one on the Atlantic coast both do work in the 
aerodynamics field except that Langley does have other areas which 
Ames does not have. 

Mr. Tuomas. For instance, what? 

Dr. Drypren. The aircraft construction field, structures, and the 
hydrodynamics field. 

Mr. Tuomas. The structures field? 

Dr. Drypen. And the water-based aircraft field. No work of that 
kind is done at Ames. 

Mr. Tuomas. The laboratory at Cleveland is working purely on 
powerplants and fuels? 

Dr. Drypen. That is right. 
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RESEARCH ON AIRCRAFT SAFETY 


Dr. Hunsaxer. I wanted to be scrupulous not to mislead the com- 
mittee into the idea that we are concentrating our research program 
entirely on these dramatic and exciting things which are stimulated 
by the military posture of the armed services. They are critically 
important to us, but we have civil aviation also. We have millions 
of our citizens riding as passengers in airplanes, so that safety is one 
of our responsibilities. 

This little talk by Mr. Crowley has a great bearing on the safety 
of the traveling passengers. 

The public and airlines want big windows, all want a wide view. 
If you put big windows in a pressurized fuselage, you make the 
problem more difficult for the structural designer. 

We have problems of bad landings; landings still take human skill 
and a little cooperation from navigational aids and weather and so on. 
So there will be a bad landing once in a while. We don’t want the 
bad landing to result in a disaster and a great fire. So there are 
safety problems for which we have an obligation and responsibility. 

We want to be clear as a committee that we are not just an 
appendage of the military program. 

Mr. Tuomas. To carry your thinking a step forward you not only 
will be engaged in basic pure research in the civilian field, but the 
military is going to be able to fully utilize over a period of 5, 10, 15, 
or 20 years from now what you do on any prototype of any model. 
You help them to get the bugs out of their planes and make them use- 
ful airplanes to the point where they can more or less remodel them 
within the conformity of your experiments. 

Dr. DrypeEn. Yes, sir. 

(Discussion off the record.) 


AIRPLANE ACCIDENT INVESTIGATION 


Mr. Tuomas. I saw in the paper not too long ago where one of 
these tremendous planes exploded or disintegrated on one of its flight 
tests about 2 or 3 months ago over here in Maryland. 

Dr. Drypen. That was a seaplane. 

Mr. Tuomas. What was the trouble with that plane? 

Dr. Drypen. A Navy board is investigating that accident, and we 
have been asked to supply some experts. However, so far as I know 
they have not yet come to any conclusion about it. 

This illustrates the way in which we get into accident investigation. 
They said, “We want somebody who knows about control systems 
and structural loads.’”” They ask us for experts in particular areas 
and their people and our people sit together and look at the pieces 
and, perhaps, go back to the laboratory and do a little work if needed 
to find out what happened. That investigation is not far enough along 
to determine the cause. 

Mr. Tuomas. If all of you combined can get enough pieces of the 
plane you can come up with the answer? 

Dr. DrypEeNn. We hope to. 

Dr. Hunsaker. Well, maybe. These are some of the responsibili- 
ties which make people lose a little hair on top of their head. 

Dr. Reip. Oftentimes we find after the study that there are several 
possible causes which can be corrected. 
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Mr. Tuomas. They may not know what the cause is, but whether 
they find 1, 2, or 3 causes, you will correct them all? 

Dr. DrypeNn. That is right : we try to. 

Mr. Tuomas. I think that is very helpful. 

Mr. Putuurrs. Before we leave this portion of the discussion, may 
we tie together one other matter? 

(Discussion off the record.) 


ADVANCES IN RUSSIAN TECHNOLOGY 


Dr. Hunsaker. Mr. Phillips, the book to which you referred is high 
level, first-class material. One can tell that from the illustrations and 
the problems which they know exist. They are the problems which 
we are working on and which they are working on also. Therefore, 
I appeal to you gentlemen to let us increase our manpower in the 
NACA in order to keep us ahead in these critical fields of research. 
Industry and educational institutions are after the same people that 
we need in our laboratories. One of our attractions is superb research 
equipment, the like of which I am pretty sure exists nowhere in the 
world. 

Mr. Puiuures. Well, you raise a point that there is competition 
between various governmental agencies and certainly competition 
with industry as_ well. 

Dr. DrypeEn. Yes, sir. 

Mr. Tuomas. You have competition for capable manpower, but 
it is not a question of facilities now. We can buy those with dollars, 
but you cannot buy capable, highly trained manpower. That gets 
back to the old high-school level of instruction which this book on 
Soviet manpower points out. 

Dr. Drypen. That is where it starts. 

Mr. Tuomas. This book points out the fact that that is one of the 
fundamental troubles. 

Dr. Drypen. That is righi. 

Mr. Tuomas. We are going to try to help out in this committee 
by doubling or tripling the amount of money that the National 
Science Foundation wants for stipends for these high-school teachers 
to take refresher courses. 

Gentlemen, we will now recess for lunch, and be back at 1 o’clock. 


AFTERNOON SESSION 


Mr. Tuomas. Gentlemen, will the committee please come to order. 
JUSTIFICATION DATA 


We shall insert into the record at this point pages 2 through 6 of 
the justifications which give a good general statement. 
(The pages referred to follow:) 


ESTIMATES OF APPROPRIATIONS FiscaL YEAR 1957—GENERAL STATEMENT 


Regular estimates of appropriations for the National Advisory Committee for 
Aeronautics for the fiscal year 1957 are submitted in the amount of $79,700,000, 
summarized as follows: 


Salaries and expenses - - _ - : ae $64, 700, 000 
Construction and equipment : _ 15, 000, 000 
Total - - — i 79, 700, 000 


72350—56—pt. 2 2 
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RESPONSIBILITIES AND OBJECTIVES 


The National Advisory Committee for Aeronautics is the Government agency 
charged with the responsibility for conducting an adequate program of scientific 
aeronautical research. It was established by the Congress in 1915 to ‘‘supervise 
and direct the scientific study of the problems of flight with a view to their prac- 
tical solution.”’ 

The work of the NACA is directed toward the overall objective of providing 
the new scientific knowledge essential to assure American leadership in aero- 
nautics. The immediate objectives of the NACA are to solve, as quickly as 
facilities and personnel permit, the most pressing scientific problems of high- 
speed flight, and to assist the military services and the aircraft industry in the 
practical application of this research information to the design of effective super- 
sonic military airplanes and missiles. To the extent permitted by the urgency 
of these immediate objectives, the NACA directs research to other requirements 
of military aviation and to the needs of commercial and private aviation. 

The research of the NACA insures that funds expended by the Government 
for new or improved aircraft result in the procurement of the most effective 
aircraft obtainable. 

FUNCTIONS 


To discharge its responsibilities, the NACA forecasts the trend of aeronautical 
development, civil and military; anticipates the technical problems that will 
arise; designs and provides the special research facilities needed to solve the 
problems; coordinates the aeronautical research program of the Government; 
conducts scientific investigations in its own laboratories; and encourages and 
supports research in scientific and educational institutions. The results of the 
Ccmmittee’s research, in the form of consultations and reports, are made available 
to the military services and other Government establishments, to industry, and, 
to the extent permitted by classification, to scientific and educational institutions 
and libraries and others concerned. 

In carrying ovt effectively its function of coordinating aeronautical research, 
the NACA is assisted by 4 technical committees and 23 subcommittees whose 440 
members serve as such without compensation. The members of these committees 
are specially qualified technical personnel from Government agencies concerned 
with aviation, from the aircraft and air-transport industries, and from scientific 
and educational institutions. These technical committees act as coordinating 
groups, providing effectively for the interchange of information and ideas and for 
the avoidance of duplication. 

Research of the NACA is not considered complete until results are tested by 
sufficient practical application. NACA research does not include the develop- 
ment of specific aircraft or equipment. However, because of the unique nature 
of the NACA’s research facilities, the NACA provides technical assistance in the 
solution of the specific problems involved in the development of improved military 
aircraft and equipment. 


NATURE OF CURRENT PROBLEMS IN AERONAUTICAL RESEARCH 


The NACA research effort may generally be divided into the following 22 fields 
of work or research programs: 


Aerodynamics: Powerplants: 
Fluid mechanics Aircraft fuels 
Stability and control Combustion 
Internal flow Lubrication and wear 
Aircraft propellers Compressors and turbines 
Seaplanes Nuclear-powered engines 
Rotary-wing aircraft Engine performance and operation 
Aircraft configurations Engine materials 

Aircraft construction: Rocket engines 
Aircraft structures Operating problems: 
Aircraft loads Aircraft operation 
Vibration and flutter Aeronautical meteorology 
Aircraft materials Aircraft-fire prevention 


Information on the nature of current problems in each field of work will be 
available at the hearings on these estimates. 
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NECESSITY 


The necessity for NACA research results from its direct relation to the national 
security. 

The factors derermining the rate at which the NACA should conduct research 
are at present re ‘lated almost entirely to the NACA’s responsibility to milite ary 
aviation. The magnitude of the NACA research effort very largely determines 
the quality and rate of development of advanced prototypes of military aircraft 
and missiles. Any attempt to keep ahead of foreign progress by constructing 
prototypes beyond the range of existing research information would be more 
costly and wasteful of time than by first providing adequate research information 

In the 10 years since World War II, progress in aeronautics has been more 
rapid than in any like period since man learned to fly. There have been several 
scientific breakthroughs, notably in jet propulsion and high-speed aerodynamics, 
Now, however, further progress depends on the solution of extremely baffling 
problems requiring new knowledge of the laws of nature which govern flight at 
the higher speeds and altitudes envisioned. The magnftude of these problems 
is exceeded only by the importance of the possibilities that can be realized by 
their solution. 

At a time when the world is searching for the means to an enduring and honor- 
able peace, it is vital that the United States maintain its qualitative lead in 
aeronautics and the resulting economy of effective airpower. To maintain such 
a lead depends in large measure on the vigor and skill with which we press our 
fundamental and applied research. 


SUMMARY OF FISCAL YEAR 1957 ESTIMATES 


Salaries and expenses 

An appropriation of $64,700,000 is requested for salaries and expenses for the 
fiscal year 1957. This sum will provide for operation of the NACA headquarters 
in Washington, D. C.; three major research laboratories at Langley Field, Va.: 
Moffet Field, Calif.; and Cleveland, Ohio; the high-speed flight station at Hd- 
wards, Calif.; the pilotiess aircraft station at Wallops Island, Va.; and the coordi- 
nation offices at Los Angeles, Calif., and Wright-Patterson Air Force Base, Ohio. 
The plant value of the NACA’s laboratories and stations is approximatly $318 
million. 

The appropriation for the fiscal year 1957 represents an increase of $4,565,000 
over the amount available for the current year. The increase includes $2,550,000 
for personal services to allow the full-year employment in 1957 of the increased 
staff provided during 1956 and to permit the hiring of 424 additional employees 
for an acceleration of effort in critical fields of research. The other major item of 
increase is for electric power to permit full-year operation of the unitary plan tun- 
nels and to meet the increased power requirements of recently modernized facili- 
ties. A summary table comparing the fiscal year 1957 estimates with amounts 
available for the fiscal year 1956 is given on page 7. 

Detailed analyses and justifications for each object of expenditure under the 
— and expenses appropriation are presented in the section beginning on 
page 8. Summary sheets are included at the end of this section showing actual 
and estimated obligations for each laboratory, station, and office for the fiscal 
years 1955, 1956, and 1957. 


Construction and equipment 

To discharge its responsibilities in conducting scientific aeronautical research, 
the NACA must design and construct, at its laboratories and research stations, 
the special research facilities required for solution of the problems of flight. 

Whenever possible, it is the policy of the NACA to meet its requirements ‘or 
new facilities by a continuing program of modernizing existing facilities. T) is 
policy has been followed in the 1957 estimates which include projects for t! e 
modernization of 2 high-speed tunnels, improvements to 2 structurel re search 
facilities, modifications to the propulsion systems laboratory, and a dispcesal s* s- 
tem for combustion waste products. Two new facilities, a high-speed leg for the 
Langley unitary plan tunnel and an atmosphere-entry simulator, are also proposed 
in the 1957 program. 

The cost of the 1957 construction program is estimated at $15,444,000. It is 
proposed that this program be financed in part ($444,000) by the use of reserves 
and savings from currently authorized programs. Tbe balance, $15 million, 
is requested as a new appropriation. Continuing the practice followed for the past 
6 years, a request for the necessary authorizing legislation for the 1957 program 
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has been submitted to the Senate and to the House of Representatives in order 
that legislative consideration of the program may proceed concurrently with 
consideration by the Appropriation Committees. 

A list of the construction projects proposed for the fiscal year 1957 is presented 
on page 119 followed by a summary of construction and equipment programs. 
Justifications for the 1957 construction projects are presented after the summary. 
The writeups are necessarily brief; all material of a classified nature has been 


deleted. More detailed information will be available at the hearings on these 
estimates. 


SALARIES AND EXPENSES 


I note this year you are requesting $64,700,000 for salaries and ex- 
penses; for construction and equipment you are requesting a total of 
$15 million or a grand total of $79,700,000 for fiscal 1957, which is a 
substantial increase over last year. 


I note this language here, and we will put the table in the record in a 
minute: 


In carrying out effectively its function of coordinating aeronautical research, 
the NACA is assisted by 4 technical committees and 23 subcommittees whose 440 
members serve as such without compensation. 

That is pretty good information to have in the record. 

The appropriation of $64.7 million is requested for salaries and ex- 
penses for the fiscal year and this sum will provide for operation of the 
NACA headquarters in Washington, D. C., 3 major research labora- 
tories at Langley Field, Va., Moffett Field, Calif., and Cleveland, 
Ohio; the high-speed flight station at Edwards, Calif—Muroc we 
usually call it—the Wallops Island Pilotless Aircraft Station, and then 
the 2 offices at Los Angeles, Calif., and at the Wright-Patterson Air 
Force Base, Ohio. 

The appropriation for the fiscal year 1957 represents an increase of $4,565,000 
over the amount available for the current year. The increase includes $2,550,000 
for personal services to allow the full-year employment in 1957 of the increased 
staff provided during 1956 and to permit the hiring of 424 additional employees 


for an acceleration of effort in critical fields of research. 
Every year, gentlemen, you come in here with a budget that is 
split. There is not enough money to carry you through the fiscal year. 


NUMBER OF EMPLOYEES 


How many employees do you have, sir, as of December 1, last year, 
or as of some recent period? 

Mr. Umer. I have a figure here, Mr. Thomas, which shows that as 
of January 31 this year we had 7,685 employees on the rolls. 

Mr. THomas. 7,685? 

Mr. Uumer. Yes, sir. 

Mr. Tuomas. What number were appropriated for? 

Mr. Utmer. We are authorized to come up to a level of 8,155 
by the end of the year. 

Mr. Tuomas. Well, you are shy here about 500 people now. 

Mr. Utmer. We are shy based on our authorized end-of-the-year 
total but those new people, sir, were provided on the assumption 
that they would come on gradually throughout the vear. 

Mr. Tuomas. I understand that, but as of today you are shy about 
500 people; are you not? 

Mr. Utmer. That is right. 
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Mr. Tuomas. And with the increase which you are asking for next 
year, it will give you, roughly, 1,000 more people than you had on 
January 31? 

Mr. Utmer. That is correct, 18 months from now; yes. 

Mr. Tuomas. What was your justification for that increase of last 
year? How many did you Save last year in 1956 over 1955? 

Mr. Umer. I believe about 400, sir. There is a table on page 14 
of the justifications which shows that. 

Mr. Tuomas. You give us information for the 3 fiscal years here 
showing the figure from 7,570 

Mr. Utmer. To 8,155 at the end of this year. Then, from 8,155 
to 8,579 at the end of next year. 

Mr. THomas. You only have 1956 and 1957 fiscal years covered; 
1955 is not here. 

Mr. Utmer. The start of 1956 is the end of 1955, and that is the 
7,570 figure, sir. 

Mr. Tuomas. You gave it at the beginning. 

Mr. Utmer. About 216 of the people you gave us last year are 
going into the staffing of new facilities. 

Mr. THomas. Why is there a necessity for you to handle your 
business in that manner? You are making a double-barreled appro- 
priation approach here for salaries and expenses rather than any 
particular fiscal year. You take 2 years in 1, and that is what we 
object to. 

Mr. Utmer. I am afraid I have not made it clear, Mr. Thomas. 

Mr. Tuomas. Yes; it is very obvious as to what you are doing. 

Mr. Utmer. During the current year you gave us about 400 new 
people and we are employing those people gradually during the year. 

Mr. Tuomas. That is to take care of the new equipment which you 
are bringing into operation? 

Mr. Umer. Yes, sir. These people will be paid only for a portion 
of this year and we need funds to cover their full-year salary next year. 
In addition, we are providing for 424 new people to be put on the rolls 
gradually during next year. 

Dr. Drypen. I do not see how we can avoid it, Mr. Thomas. You 
cannot get 400 new people on the rolls in 1 day. They come on 
gradually and once on, they have to be paid continually. 

Mr. THomas. What will that give you, then, at the end of 1957; 
8,155 or 8,579? 

Mr. Utmer. Eight thousand five hundred and seventy-nine. 

Mr. Tuomas. That makes about 1,000 more than you have now. 

Mr. Umer. Yes, sir; that is right. 





BASIS FOR INCREASED STAFFING IN FISCAL 1957 


Mr. Tuomas. What is the occasion for this increase this year? 

Mr. Umer. Dr. Dryden, would you like to speak on the 424? 

Dr. Drypren. They are required for a general acceleration of effort 
in the critical fields of research. 

Mr. Tuomas. You say here: 


Four hundred and twenty-four additional employees for an acceleration of effort 
in the critical fields of research— 


and you break it down. What are those fields? 
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Dr. Drypen. The critical fields of research as we see them now are 
in the field of propulsion on some of the new fuels which we described 
to vou earlier this morning; in the field of structures and especially 
the high-temperature problem that we were speaking of; and in the 
aerodynamics field on problems relating to the stability and control 
of high-speed airplanes and missiles. Those are the three general 
fields in which an acceleration of effort is needed. 


DETAIL OF PERSONAL SERVICES 


Mr. Tuomas. Mr. Reporter, will you insert at this point in the 
record the table on page 9 of the justifications and the table on page 10 
of the justifications which shows an allocation of personnel. 

(The tables referred to follow:) 


ESTIMATES OF APPROPRIATIONS, FiscaL YEAR 1957 
Salaries and expenses 


SUMMARY BY OBJECTS OF EXPENDITURE 
Fiscal year 1957 


estimates 
Personal services _ __. ; Ts . _._..... $45, 444, 000 
Travel : le , ie 380, 000 
‘Transports ation of tl lings , ; 121, 000 
Communication services oe rgd 193, 000 


tents and utility services: 
Electric power . 
Other rents and utility services 

Printing and reproduction 

Other contractual services: 
Repairs and alterations 3 1, 083, 790 
Miscellaneous services , , eh anh te oka 349, 660 
Research contracts vAbebel iepniaine at he 800, 000 
Services by other Government agencies hes 346, 550 
Supplies and materials SAME Li cage La I 3 a pd 4, 750, 000 
Equipment. PLR SEL POA 2, 100, 000 
Refunds, awards, and eR arr BOL, cus) ose bee ves basis ONE 9, OVO 
Taxes and assessments I ane i a Bh a ak ae 50, 000 


als, ate daske 7, 988, 400 
daca ; 977, 600 
; 107, 000 


Total soar . 64, 700, 000 
SUMMARY BY LOCATION 

NACA Headquarters Did a ee i ately A” : 2, 471, 000 
Langley Aeronautical L aboratory Se ee ma . 24, 072, 000 
Ames Aeronautical Laboratory - ee ee, ee ee : 13, 179, 000 
Lewis Flight Propulsion Laboratory uw : : : 21, 824, 000 
High-Speed Flight Station fu oul Saat wert eel dA 2, 029, 250 
Pilotless Aircraft Station A A al ee ee oe, 1, O88, 365 
Western Coordination Office : ee : 20, 625 
Wright-Patterson Liaison Office _- a ee en 15, 760 


a a ah akGte may oe ae sw oe ee ee Po sete 64, 700, 000 


Total- - - 
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EsTIMATES OF APPROPRIATIONS, FiscaAL YEAR 1957, NATIONAL ADVISORY 
COMMITTEE FOR AERONAUTICS 


O01 Personal services 


Fiscal vear 1955, Fiscal year 1956, Fiscal year 1957 
obligated estimated estimated 
Num- Total Num Total Num Total 
ber cost ber cost ber cost 


Analysis by location: 


NACA Headquarters eae 155 $980, 620 164 | $1, 090, 000 164 $1, 098, 000 
Langley Laboratory 3,065 | 15, 888, 164 3,251 | 17, 182, 490 3. 418 18, 155, 000 
Ames Laboratory 1, 320 6, 450, 897 1,519 7, 838, 850 1, 503 &, 374, 000 
Lewis Laboratory 2,674 13, 471, 650 2,831 | 14, 882, 382 3, 006 15, 796, 000 
High-Speed Station. _.......-. 278 1, 317, 304 306 1, 494, O80 309 1, 589, 000 
Wallops Station 74 | 344, 702 SU 374, 100 85 400, O15 
Western Office 2 16, 470 2 17, 795 2 17, 725 
Wright Office 2 12, 357 2 14, 303 2 14, 2) 
Total, all locations 7,570 | 38, 482, 164 8,155 | 42, 894, 000 &, 579 45, 444, 000 
Analysis of positions and cost: 
End-of-year employment 7 7, 570 8, 155 8, 579 
Position lapses —326 —307 267 
Average number of positions 7, 244 7, 848 &, 312 
Annual cost of positions .| 41, 303, 551 44, 670, 839 47, 311, 839 
Lapses ; 3, 226, 035 2, 211, 771 2, 164, 839 
Net cost of positions 38, 077, 516 42, 459, 068 45, 147, 000 
Intermittent employment 4, 344 5, 000 5, 000 
Pay above 52-week base 155, 605 169, 772 
Payment above basic rates 244, 699 260, 160 292, 000 
Total, all personal services : 38, 482, 164 42, 894, 000 45, 444, 000 


Mr. Tuomas. This table on page 10 is worthy of repeating: 
KMPLOYEES IN THE DISTRICT OF COLUMRIA 


At the NACA headquarters in the District of Columbia I note you 
had 155 people in 1955 and in 1956, and in 1957, 164 people at an 
annual cost of $1,098,000. 

Do these figures include the recent classified pay increase? 

Mr. Uumur. They do, sir. 

Mr. THomas. Do you have to come in for a supplemental? 

Mr. Utmgr. We will not be in for a supplemental. We have 
experienced some delay in the completion of our unitary plan wind 
tunnels which has saved enough power money during the current 
year to permit us to absorb all pay act costs. 


COST OF CLASSIFIED PAY INCREASE 


Mr. Tuomas. What is the cost of the pay act for you? 

Mr. Utmer. It is very close to $2 million; about $1.9 million, | 
believe. 

Mr. Tuomas. In round figures it is $2 million? 

Mr. Uumer. Yes, sir. 

Mr. Tuomas. I think you are about the only one that has absorbed 
it so far. I did not see that statement in the record. Is that in your 
justifications? 

Mr. Utmer. No, sir; there was no reason to put it in because we 
were not requesting a supplemental. 
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Mr. Tuomas, It is pretty good information for the committee to 
have and it is not a bad thing for NACA to show. 

How do you save it? 

Mr. Umer. That has come about as a result of delays in completing 
the unitary plan tunnels. 

Mr. Tuomas. Do you mean you will have to come back for a 
supplemental; is that it? 

Mr. Umer. No, sir; we saved power money by delays in getting 
these big tunnels in full operation. We saved enough power money 
to cover the classified pay increase. 

Mr. THomas. It has been the result of a delay in the operation 
of these new tunnels then. 

At the Langley Laboratory here I note you jump from 3,065 em- 
ployees to 3,251 in 1956 and to 3,418 in 1957. 

At the Ames Laboratory you have jumped in personnel from 1,320 
in 1955 to 1,519 in 1956 and to 1,593 in 1957. 

At the laboratory at Lewis you have jumped from 2,674 in 1955 
to 2,831 in 1956 and you propose to go to 3,006 in 1957. 

This total NACA increase of 424 in 1957 over 1956 is the result of 
stepped up activities in research? 

Dr. Dryprn. That is correct. 

Mr. Tuomas. I spent a lot of time on your organization charts 
last night and it looks to me as if your personnel expansion is out 
of proportion to your ancillary activities and to your really pure 
research. 

I will get out your charts and go over them with you in a minute. 
I want to make this observation, one which we do not have to repeat 
to you: 

I think you know that this committee is as much in sympathy with 
your efforts as you are yourself. We realize the value of it, and 
realize that you cannot operate without personnel and that you can- 
not operate without the best equipment. At no time do you ever 
have the slightest quibble out of this committee over equipment and 
your modernization of it. However, we do quibble with you about 
your personnel and if you ever get into trouble as a unit, you are 
going to get into trouble by virtue of personnel overstaffing and not 
your equipment. 

If you have some equipment which you cannot use, or which 
becomes obsolete before you get it constructed, no one is going to 
criticize you for making that effort even though it did cost money. 
However, when you have people hanging out of the windows and 
on the roof and all over the lot, that is another matter. 

Dr. DrypeEn. I do not think we have any hanging out of the win- 
dows. 

Mr. Tuomas. You certainly are crowded at every installation 
I have been to and I do not see how you are going to keep on adding 
to your personnel every year. There is bound to be a limit or a 
saturation point. 

DETAIL OF PERSONAL SERVICES 


Now, let us look at your charts. Let us take a look at this one. 

How many people do you have in the National Advisory Committee 
for Aeronautics Headquarters in Washington? You have about 155 
here now, and you want to step that up to 164. 
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Mr. Utmer. We have 164 now and no increase is proposed for 1957. 

Mr. Tuomas. What can the 164 people do here in the district 
headquarters when your 4 or 5 operating units are considerably 
removed from Washington? 


NUMBER OF EMPLOYEES IN PERSONNEL DIVISION 


Take, for instance, your executive officer. I note he has 5 people 
in his office; then, here is your budget officer, who has 3 people; here 
is your Personnel Division of 10 people. Does that mean 10 people 
are going to take care of 164, when there is a limitation in this act 
that you can only have 1 personnel man for every 135 people? 

Mr. Umer. No, sir; this is a headquarters organization, Mr. 
Thomas, and it is a very small headquarters organization for the size 
of the agency. 

These personnel people deal not with only headquarters personnel, 
but with all personnel matters throughout the entire agency. 

Mr. Tuomas. Now, take a look at your Langley operations. Look 
at your Personnel Division at Langley where you have 45. 

Mr. Utmer. Yes, sir. 

Mr. TxHomas. You do not have 6,000 people at Langley. The 
most you will have there is 3,418. 

Mr. Utmer. These ratios, I think, are less than the standards that 
are prescribed. 

Mr. Tuomas. The statute says you must have 135 people per 
personnel employee, and here you have considerably less than that. 

Mr. Umer. We are well within any standards that have ever been 
established, Mr. Thomas. 

Mr. Tuomas. What does the statute say is the ratio? 

Mr. Umer. I am not sure what it is, sir. 

Mr. Tuomas. It is 1 to 135; is it not? 

Mr. Utmer. I believe that is correct but this whole matter depends 
on the definition of a personnel employee. 

Mr. Tuomas. You have 10 personnel people in the national office. 
That must mean you have 1,350 people in your national office. 

Mr. Utmer. No, sir. 

Mr. Tuomas. Over at Langley you have 45. That would mean 
you would have some place in the neighborhood of 6,000 employees 
there, and you actually only have about 3,400. That situation 
prevails all the way through the justifications. 

Mr. Utmer. Mr. Thomas, I assure you, we are within the standards. 

Mr. Tuomas. I am reading your figures now. 

Mr. Utmer. I believe the Personnel Division includes safety and 
plant-protection people who are not doing ‘personnel work’’ under 
the statute you mentioned. For example, I would be very glad to 
supply you with a table for the Langley Laboratory showing the 
number of people we have in the Personnel Division and the number 
of those that are chargeable against the statute. 

(The information is as follows:) 


NATIONAL ADviIsoRY COMMITTEE FOR AERONAUTICS 
NUMBER OF EMPLOYEES ENGAGED IN PERSONNEL WORK 


The restriction on the number of employees that may be engaged in personnel 
work is contained in section 107 of the Independent Offices Appropriation Act, 
1956, approved June 30, 1955, reading as follows: 
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“Sec. 107. No part of any appropriation contained in this title shall be used 
to pay the compensation of any employee engaged in personnel work in excess of 
the number that would be provided by a ratio of one such employee to one hundred 
and thirty-five, or a part thereof, full-time, part-time, and intermittent employees 
of the ageney concerned: Provided, That for purposes of this section employees 
shall be considered as engaged in personnel work if they spend half time or more 
in personnel administration consisting of direction and administration of the 
personnel program; employment, placement, and separation; job evaluation and 
classification; employee relations and services; training; wage administration; 
and processing, recording, and reporting.” 

The number of NACA personnel employees allowable under this restriction for 
the fiscal year 1956 was calculated as follows: 


Average employment anticipated during fiscal year 1956 based on start 
of vear employment of 7,570 and estimated end of year employment 


of 8,155 7, 848 
Average number of employees in LWOP status and on military furlough 252 
Total for application against ratio ~— _- 8, 100 


Notre.—8,100 divided by 135 equals 60 employees that may be engaged in 
personnel work under the limitation of section 107. 

Specific limitations were issued to all NACA activities in letters dated July 20, 
1955. The distribution between NACA activities was as follows: 


NACA Headquarters_ ee jue i. SAM stt 5 
NOI iis whew Seb ode athe bdo och heise ab 23 
Ames Laboratory a ss oa Si Beat ct a Se EE rca ae 
Lewis Laboratory sag la ica eee, Ut ees oe eee a 
High-speed station ___- 3 bak otf enid he hE SS rise lh A Ak ehh 2 

Me 2 6! ewe seu ie nw dsVe wee ead 71. .dek Wabiinl~ <4 . 60 


The number of employees included in an organizational breakdown of the 
Personnel Division of a particular activity will differ from the number allowable 
under the limitation primarily for the following reason: 

Personnel engaged in health, safety, security, and plant protection activities, 
and employees engaged in the preparation and rating of civil-service examinations 
are normally part of the Personnel Division of an NACA laboratory and are 
included as employees of the Personnel Division in an organizational breakdown. 
The functions these people are performing are not, however, of a nature that fall 
within the definition of ‘‘personnel work” under section 107. 

An analysis of current staffing of the Personnel Division of the Langley Labora- 
tory indicates that 44 employees are organizationally assigned to the Division. 
Of this number, approximately 22 man-years of effort are being applied on per- 
sonnel work as defined by section 107 and the remaining 22 man-years are en- 
gaged in functions excluded under section 107. A detailed breakdown follows: 





| Man-years of effort 
i) ee i) 4 eR ee 
exclusion 
| Under per- | 5 Excluded yd =~ 
| sonnel limi- | rom person- | nel limita- 
sation nel limita- tion 
| . | tion 
s ork tone oi ie eT Ee ee ee oN De ee ee EN oe 
| | 
Program direction and administration _- widbil. WG. k 1.6 | 2.7 (‘) 
Employment, placement, and separation 7 ; BD lew onAnieg~ nual ykenden esaehe 
Classification, job evaluation, and wage administration - _- 5.5 | : ‘ . Pi 
Processing, recording, and reporting -_---.--- nai ---| 5.4 i 
Training Tae ag = pe he Tend : | as ... 7 | J 
Board of examiners__-. re idak 6S ot eae A Se ee aed se 2.6 (2) 
Health and safety program ae ; ae all 4.4 | (?) 
Employee relations and military deferments j ae eet 8 1) 
Security program and plant protection __-- nab tenant ee 11.8 (?) 
Total oe sel en E Seas Oo we ee cae 21.7 | 22.3 | ar 


1 Includes employees engaged in general administration and performing functions not related to the 
overall administration of the personnel program; i. e., participating in local civil defense planning, offshift 
scheduling, etc. 

2 Employees performing these functions are not engaged in personnel work as defined in sec. 107, Public 
Law 112, 84th Cong. 
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Mr. Utmer. We have a strict limitation on the number of people 
that can be engaged in personnel work, and that limitation is estab- 
lished on the basis of the standards which you spoke of. 

We do not permit unlimited employment in these fields. 

We can show you letters in which we advise our laboratories on 
the limitations on the number of people they can employ in personnel 
work. 

Dr. Rerp. The Langley figure of 45 mcludes health people as well. 
I do not know whether that is understood. It includes health people 
such as nurses, and so forth, who, by definition are not considered as 
performing personnel functions. 


NUMBER OF EMPLOYEES HANDLING PROCUREMENT 


Mr. Tuomas. At your national headquarters you have 9 people 
in procurement. What are 9 people going to procure for 160 people? 

Dr. Drypen. All proposed purchases over a certain amount must 
be referred to NACA headquarters and approved there. 

Mr. Tuomas. What is the limitation that they can do in the field 
without submission to the headquarters? 

Mr. Utmir. Everything over $1,000 must have prior headquarters 
approval. 

Dr. Drypren. Anything over that figure must come into Washington 
for approval. 

Mr. Tuomas. How many contracts do you have submitted to the 
Washington office? 

Mr. Unmer. | think we are running about $18 million a year, Mr. 
Thomas. 

Mr. Tuomas. Do you have the staff at the Washington office to 
recheck the contracts—an engineering staff? 

Is that done in the field, and what is the function here in Washington? 

Mr. Utmer. The engineering staff is in the field, but the people 
at headquarters prescribe the standards and regulations under which 
our contract people are permitted to operate in the field. 

Mr. Tuomas. Where is this unit in the headquarters office which 
does that work now? 

Mr. Uxnmmr. It is under the procurement and supply division. 

Mr. Tuomas. I note you have 1 GS-15, 1 GS-14, and 1 GS-13 

Mr. Umer. That is right. 

Mr. THomas. You mean to tell me those three people are going to 
wipe ‘rvise the spending of $18 million? 

Mr. Utmer. Insofar as compliance with the applicable regulations 
is concerned, they do, sir. They do not check the engineering work 
or the specification writing. 

Mr. Tuomas. What do they do? 

Mr. Umer. They direct the procurement, contracting, and supply 
activities of the NACA. They determine the standards and regula- 
tions under which the procurement officers in the field are permitted 
to operate. 

Mr. Chairman, I would like to bring to you our NACA procurement 
regulations. I did not bring it with me today, but I would like for 
you to see it. We are very proud of our record in procurement in the 
NACA and it is largely due to this good staff work at the headquarters 
level. We have a very fine record on procurement. ‘These salah 
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tions are prescribed by the people at headquarters and we make sure 
that the people in the field work under these regulations. We are 
very strict about the methods under which negotiated contracts may 
be entered into, for example. We review that phase of it very care- 


fully. 


NUMBER OF FISCAL EMPLOYEES 


Mr. Tuomas. What about your fiscal division? What do you mean 
by that? You have 13 employees in that division at headquarters. 
You have one fiscal officer at a GS-14, one GS-12 assistant. Is this 
your auditing section? 

Mr. Utmer. We have included in the fiscal division two auditors, 
Mr. Thomas. They are additions over what you saw in this group 
last year. This is a recognition that we have been somewhat weak in 
this field, and that we have to do more of it. 

The fiscal people direct, again, in their field, the same sort of thing 
that the procurement people do in theirs. They set the payrolling 
standards, accounting procedures, etc. 

Mr. Tuomas. Mr. Ulmer, you have three big institutions, I believe? 

Mr. Uumer. Yes, sir. 

Mr. Tuomas. The fourth one is not going to get too big, I expect, 
but maybe the fifth one is, but you have exactly a duplicate setup at 
each one of them. 

Mr. Umer. I do not think it is duplicative. It may appear to be 
by the chart, Mr. Thomas, but their functions are different. 

For example, in the headquarters fiscal division the people prepare 
all of the travel vouchers for all of the subcommittee travel which 
involves over 400 people. This is another function performed by 
this headquarters group. 


NUMBER OF SUPPORTING EMPLOYEES AT LANGLEY 


Mr. Tuomas. In looking at your chart on Langley, I note you have 
housekeeping activities under the Office of Chief of Administrative 
Services. Then, you have a personnel division with 45 people, and 
you have 73 people under the Procurment and Supply Division. 

Mr. Umer. Yes, sir. However, I would like to point out—— 

Mr. Tuomas. In your Fiscal Division you have 48 people. 

Mr. Utmer. Yes, sir. 

Mr. Tuomas. Under General Services Division you have 163. 

What do they do in general services? 

Mr. Utmer. That group includes all of our libraries and all of our 
report reproduction activities. It includes our central stenographic 
pool, mail distribution activity, and other similar functions. 

Mr. Tuomas. In your Electrical Service Division I note you have 
139 people. What does that division do? 

Mr. Utmer. That is the group that keeps the laboratory running, 
as far as our electrical operations are concerned. 

Mr. Tuomas. That is a service organization; is it not? 

Mr. Umer. Yes, sir; it is a service organization. 

Mr. Tuomas. Then, you have your mechanical service organization. 
— that mean just what it says? 

Umer. That involves all of our shops which produce our 
sieoane and models. 
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Mr. Tuomas. You have 642 people there. 

Mr. Umer. Yes, sir. 

Mr. Tuomas. Then, you have your Engineering Service Division. 

Mr. Uumer. Yes, sir. 

Mr. Tuomas. You have 205 people engaged in that Division. 
Then, you have your Maintenance Division where you have employed 
241 people, and then you have your Instrument Research Division 
involving 357 people. 

Is this pure research? 

Mr. Uumer. The people in the divisions you mentioned are the 
supporting people who do the work that permits the research people 
to do their job. These are the people who keep the wind tunnels 
running, and who design and construct the required models, instru- 
ments, etc. 

Mr. Tuomas. All of these people whom we have just enumerated 
total about 2,000? 

Up to this point you have not gotten into a single research matter; 
have you? 

Mr. Vicrory. Mr. Thomas, let me point out that the Instrument 
Research Division is a research activity. 

Mr. Tuomas. Is that figure 175? 

Mr. Victory. I believe that is 357, Mr. Chairman. 


DISTRIBUTION OF NACA EMPLOYEES 


Dr. Drypren. Mr. Thomas, about one-quarter of our employees 
are technical and scientific people. These people cannot do a thing 
without the supporting people to make the models and the people to 
keep this equipment running. 

Mr. Tuomas. What is the ratio now? 

Dr. Drypen. About one-quarter of our employees are professional 
and scientific people. 

Mr. Tuomas. Let us see if the ratio has been changed. You 
anticipated me. 

Of course, in a hospital we go by the number of beds, and we have 
about 1 to 1.1 to 1.3 employees per bed, and then the actual doctors 
run about 10 or 12 to 1. 

Let us see how yours adds up. 

You say it is 4 to 1. Let us add your technical people up here. 

Dr. DrypeEn. It is one-fourth of the total. So, there are three 
times as many supporting people as there are scientific and professional 
people. 

Mr. Tuomas. Where do you list your scientific people? 

I note in your Dynamic Loads Division you have 116. In your 
Pilotless Aircraft Research Division you have 175. 

Mr. Crow .ey. Those figures include some supporting personnel in 
the way of computers and mechanics. 

Mr. Utmer. It includes supporting people if they are working in the 
tunnels that this particular unit handles. 

Mr. Crow ey. It also includes stenographers and secretaries who 
are in those facilities. 

Mr. Tuomas. Your ratio is running considerably higher than 3 to 1. 
It is going to run 6 to 1. 

Mr. Utmer. Mr. Thomas, could I take just a moment to show you 
this chart here? 
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Mr. THomas. Yes. 

Mr. Utmer. We have taken the people that you see there on those 
individual laboratory organization charts and have regrouped them 
into these five groups of people: research professionals; supporting pro- 
fessionals; technical aides; administrative and trades, crafts, and la- 
borers. | would be very glad to break the organization charts down 
and show you how we arrived at the figures on this summary chart. 

Twenty-five percent of all the people that you see on that chart in 
front of you at Langley Field fall into this category of research profes- 
sionals. They are the scientists about which you spoke. 

Mr. Tuomas. What is your arbitrary classification? 

Mr. Umer. These are the people that have professional degrees, 
sir, and they are paid as scientists, chemists, and so on. 

Mr. Tuomas. Do they have degrees? 

Mr. Umer. Degrees in aeronautical engineering, mechanical engi- 
neering, chemical engineering, and so forth. These are the research 
leaders or the project engineers. 

Mr. Tuomas. What type of degree do you require? Do you require 
a B.S. and an M.S? 

Mr..Utmer. Some go as high as Ph. D.’s. Our professional! em- 
ployees hold B. S. and higher degrees. Then, we have what we call 
supporting professionals. They are the people who design wind 
tunnels, research setups, and so forth. About 7 percent of our 
employees are in this category. 

Mr. Tuomas. They have to have the same type of degree; do 
they not? 

Dr. DrypEen. That is right. 

Dr. Rerp. However, they are not directing research operations. 
They are supporting personnel. 

Mr. Uumer. These technical aids [indicating] again are support- 
ing people. They do the computing and the drafting. This group 
which also includes the scientific aids and the library aids amounts 
to about 11 percent of the staff. 

Our administrative people amount to about 15 percent. I think 
this chart describes what those people do. The bulk of our people, 
42 percent, are mechanics, instrument makers, die makers, who make 
these models here, for example, that go into the wind tunnels. 

Mr. Tuomas. Those are your shop people? 

Mr. Utmer. That is right. 

Mr. Tuomas. The proportion of scientists is about 25 percent? 

Mr. Utmer. That is right, sir. 

Mr. Tuomas. What is your yardstick for calling a man a scientist? 

Dr. Drypen. A man with a B.S. degree or higher engaged in scien- 
tific research. 

Mr. Tuomas. It is based upon what he does? 

Mr. SHarp. It is based upon what he does, of course. 

Mr. Tuomas. Your supporting professionals are listed at 7 percent, 
and I assume they have to have college training, also? 

Dr. Drypren. That is correct. 

Mr. Uxmer. That is right. However, this is not the kind of a 
man who would be given a research project, and he would not be a 
project leader. This is the kind of a man who might be responsible 
for designing the throat of a wind tunnel or designing a particular 

research setup which might go in the wind tunnel. 
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This next photograph, | think, gives a pretty good idea as to why 
we need a lot of supporting people, Mr. Thomas. The actual number 
of research people who run this facility is relatively small but a sub- 
stantial supporting staff is necessary to keep this tremendous $30 
million plant in operation. That is the reason that the supporting 
group always is 3 or 4 times that of the professional group. 
~ Mr. Tuomas. What is the total cost of that equipment? Did ] 
not see the figure of $318 million? 

Mr. Uumer. Our plant value is over $300 million. This particular 
tunnel cost about $30 million. 

Mr. Tuomas. I believe the figure is $318 million, which represents 
the plant value of all the laboratories, stations, and installations? 

Mr. Utmer. That is right. 

Mr. THomas. And you are sure you are not getting yourself in a 
little too much deep water with your personnel problems? 

Dr. DrypEN. Quite sure. 

Dr. Hunsakrer. We would like to add very many more people. 
We are realists, and we think we can get the ones we have requested. 

Mr. THomas. You mean it is the lack of people rather than having 
too many? 

Dr. Hunsaker. Yes. 


NEW POSITIONS REQUESTED 


Mr. Tuomas. The allocation of the 424 new people is set out on 
page 11. Langley Laboratory is to receive 167; Ames Laboratory, 74; 
Lewis Laboratory, 175; the high-speed station, 3; and the W allops 
station, 5. 

Dr. Dryprmn. May I make clear this is the total number of new 
people being requested of which about 100 will be professional people. 

Mr. Tuomas. About 100 professional? 

Dr. DrypEen. Yes. 


WITHIN-GRADE SALARY ADVANCEMENTS AND TERMINAL LEAVE PAY 


Mr. Tuomas. You have a cost of about $521,000 for within-grade 
salary advancements, and I noticed last year about $150,000 1s for 
terminal leave pay. Is that correct? 

Mr. Utmer. | think that is correct. 


USE OF MILITARY OFFICERS 


Mr. THomas. I am not quite clear on this statement. I will 
read it: 


In May of 1955, the Air Force and the NACA entered into an agreement under 
which certain Air National Guard officers with appropriate qualifications were 
assigned to NACA laboratories and stations to help meet the urgent need for 
scientific personnel. During the fiscal vear 1956 it is anticipated that these 
officers will contribute 74 man-years of research effort to the NACA. As the 
1956 budget was approved by the Congress on the assumption that all positions 
would be filled by civilian employees, a saving of $350,000 resulting from the use 
of these officers in lieu of civilian employees has been placed in reserve and will 
revert to the Treasury on June 30, 1956. 


Is that an unexpended balance of $350,000? 
Mr. Utmer. Yes. 
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Mr. Tuomas (reading): 


A similar saving of $287,000 is anticipated in the fiscal year 1957, and our 
estimates have been reduced accordingly. 


What do you mean by that? 

Mr. Utmer. We requested that the entire budget for 1957 be on a 
civilian basis, and we had anticipated showing that $287,000 as a 
saving in 1957. The Bureau of the Budget decided to take that 
saving and have us prepare our budget on the assumption these people 
would be on the payroll as military people rather than civilians. In 
other words, you gave us 74 people as civilians this year. We are 
filling those positions with temporary military people and returning 
to you the equivalent amount of their civilian salaries, $350,000. 
The comparable amount in 1957, $287,000 has already been removed 
from our budget. 


SUMMARY ANALYSIS OF PERSONAL SERVICES 
Mr. Tuomas. We will insert in the record at this point the table 


on page 13. 
(The table referred to follows:) 
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PERSONNEL STAFFING CHARTS 


Mr. Tuomas. We will insert in the record the staffing chart for 
NACA Headquarters, chart No. 1; and chart No. 2 for the Langley 
Aeronautical Laboratory; chart No. 3 for the Ames Aeronautical 
Laboratory; and chart No. 4 for the Lewis Flight Propulsion Labora- 
tory. 

(The charts referred to face this page.) 


TRAVEL EXPENSE 
Mr. Tuomas. We will insert in the record the table on page 22 for 


“Travel.” 
(The table referred to follows:) 


EstTIMATES OF APPROPRIATIONS Fiscat YEAR 1957, NatTIoNAL ADVISORY 
COMMITTEE FOR AERONAUTICS 


02 «Travel 





Fiscal year 


1956 esti- 1957 esti- 
| 
| 


g 
Fiscal year | Fiscal year 
1955 obli- | 





| 
| gated 
| 











mated mated 
Analysis by location: | 
I a is ie lersaiaalnpeeniperaioteiben $142, 677 $168, 800 | $190, 850 
Langley Laboratory ---.--- bideaine aan ime ataleade iii bau kale 69, 338 | 69, 900 | 81, 500 
Sa ah cedbeliicsanmenen 35, 538 | 35, 600 | 42, 000 
Se I eee ma mbedasweiaawel 40, 459 | 40, 600 | 48, 000 
a can vecedcnewecnaeencuasasael 12, 074 | 12, 200 | 14, 400 
es ead peinnearanaah 467 | 700 | 850 
I eS a a oe oe | 1, 196 | 1, 200 | 1, 300 
I ee cme ietectpemadinaees ar 881 | 1, 000 | 1, 100 
ee dco iewenddmeckwa 302, 630 | 330, 000 | 380, 000 
Analysis by types of travel: 
Research travel: | | 
NACA technical mectsngs.. ...... .cccncccnccccccuens . 114, 003 | 138, 500 | 154, 700 
Research coordination with: | 
Manifacturers __---- ademas ete sania 20, 788 | 21, 600 27, 650 
NACA research activities. ........--------------- 49, 049 | 52, 790 | 62, 350 
Other Government research activities......--.-.-- 24, 954 | 25, 910 31, 125 
Universities ER iedeusahedoowdudk 4, 527 | 5, 000 7, 400 
Téchnical and scientific meetings. _......-..-.------- 26, 768 | 27, 200 | 32, 800 
Temporary assignments and transfe a cai oa 15, 891 16, 850 19, 545 
Be I ho cinicnccongiuadses tnenGatsanesede | 1, 649 | 2, 000 | 2, 200 
I CRON os iciccusbdqeonaccnhsredemeese 257, 629 | 289, 350 | 337, 770 
Administrative travel: | 
Budget and fiscal a ae ee ae 1, 561 | 1, 990 | 2, 100 
Congressional members | and staff_ ih ipiebshaercts ietehilees ‘ Ro MT ae xa merken a Gaibeleia.sigbbactea ion 
Constr'iction and procurement. -_-_-....------------- ae 5, 048 | 4, 090 | 4, 200 
Executive and policy matters............................. 10, 901 | 12, 390 | 13, 000 
i eae cali antnaise aakenam akin e 10, 751 | 5, 720 | 6, 000 
Outside meetings_ - ; : inher aciutaentt ae 3, 541 | 3, 150 | 3, 230 
Personnel ace ee tre ee eels en 2,041 | 2, 270 | 2, 400 
Recrniting indies ee adeeb RS tek Coreen wae 9, 304 | 10, 240 | 11, 000 
Taxi fares aes tase dneeek die earteameanalas aula hein banaue 354 | 300 | 300 
TOE, SOMITORATS CHOATE... «0 ncnc nn csncwensondonscsccs _ 45, ool 40, 150 | 
Total, all travel Doisnh Gente eibdhe boat 302, 2 630 | "330, 000 





Mr. THomas. You have a total for travel of $330,000 for 1956 
against $302,630 for 1955 and $380,000 for 1957. Does this estimate 
reflect the increase in per diem? 

Mr. Utmer. There is no increase in per diem reflected in 1956. 
We are having to absorb that and it is hurting us badly because we 
did have additional travel needs for 1956 which your committee 
approved. The estimate for 1957 is a $50,000 increase; $16,000 of 
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30 GS-9 171,570 
25 GS-7 128, 785 
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li GS-4 40,625 
13 GS-3 43,400 
Ll GS-2 3h, 260 
1 WB-18 Shop superiotendent 7,675 
2 -6 13,645 
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i WB-13 177,861 
65 WB-12 341,723 
39 ¥B-10 181,666 
1 B-9 *&,139 
12 wa 47,582 
1 “a4 3,703 
ols —— 2,521 
357 $2,019,643 
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1 Go-l4 Personpel officer $10,53 
, 1 Gi-13 Assistant personnel officer 7,205 
2379 1 Gi-1} Classification and wage edmin- 
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15, 39 
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$064, 37% 
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OCUREMENT A. UP" vist 
EARCH DIVISION 4 “14 Pro vreneat and supply officer $10, 
1 Go-ll Assistant procurement and supply 
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Se sineinin $12, 420 1 G -ll Supervising purchasing agent 
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1 research 6 el 
branch 9,420 a 
9,420 _ 
37,570 G -4 
107, 730 = 
64, 700 =i é 
«B-1C ’ 
9,980 aa 10, 306 
3; 960 B+ 12 ,606 
7 “B-4 16,419 
14,170 
13,46 «Bee on OO 
instrumentation $195, * | 
+ 
FISCAL DIVISION 
1 GS-13 Fiscal officer $9,420 
1 GS-ll Assistant fiscal officer 
2 GS-9 
2 Ge-7 
2G 
5 GS-5 
GS-4 
_j GS-3 
$150,735 | 
VICES DIVISION 
ADMINISTRATIVE SERVICES DIVISION 
nA $10, 36° 
of division 10,535 1 GS-l. Chief of division $6,605 
| engineering 1 GS-9 5,710 
10,535 GS-7 9, Te° 
| branch 7,850 1 Gs-4 4 485 
electrical branch 7,350 7 GS-5 26,63 
19,915 9 GS-b 33, 795 
48,860 15 GS-3 51,110 
157,93 3 GS-2 9,135 
6,195 4 GS-1 11,610 
119,060 _ “Bs . 
59,395 
116, 765 86 
13,725 
36,000 
17,500 
19, 380 
2,960 
| services section 8,154 
6,926 UNITARY PLAN TUNNEL DIVISION 
18,470 
47,902 Chief of division $i2, 
66,248 1 GS-14 Assistant chief of division 11,150 
122,284 1 GS-14 Head, 3- by 7-foot tunnel branch 10,535 
8,73% 1 GS-14 Head, 9- by 7-foot tunnel branch 10,535 
3,869 1 GS-14 Head, li-foot tunnel branch 10,965 
22.216 7 GS-13 65,725 
aes 7 GS-12 56,430 
$974,218 ll GS-1) 7,160 
17 GS-9 95,585 
30 GS-7 151,410 
& Gs 17,670 
12 GS-5 4B ,630 
16 GS-4 55,980 
3 GS-3 10,290 
1 WB-16 6,926 
& WB-14 22,880 
8 wB-12 39,603 
BB -10 125, 426 
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6 GS-7 29,645 
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the increase is needed for additional subcommittee meetings. The 
remaining $34,000 will allow a modest and urgently needed increase 
in our travel budget which you approved for this year but which 
we are of necessity deferring because of the increase in allowable 
per diem and mileage rates. 

Mr. Tuomas. And it does include the per diem increase? 

Mr. Umer. It does include the per diem increase; yes, sir. 

Mr. Tuomas. Did you have a little trouble at the Bureau of the 
Budget? 

Mr. Utmer. Not this year. They asked us to try to absorb the 
per diem increase in 1956. 

Mr. Tuomas. Your travel money amounts to a lot. For head- 
quarters, you are asking for $190,850. 

Mr. Utmer. About $150,000 of that amount is for meetings of our 
technical committees and subcommittees. 

Dr. Hunsaker. We are able to obtain the services of outstanding 
people without compensation and we like to do as much of that as we 
can. 

Mr. Tuomas. Still you have $40,000 for your headquarters staff. 
Why should it be that much? 

Dr. Drypen. You have already mentioned the fact our laboratories 
are at a distance. You cannot run the business of the laboratories 
without some travel between them for coordination and supervision. 


COMMUNICATION SERVICES 


Mr. Tuomas. From your communication bill it looks as if you are 
running it by long distance telephone. You are requesting $193,000 
this year as against $175,000 for 1955 and $193,000 for 1956. We 
will insert page 30 in the record. 

(The material referred to follows:) 

EsTIMATES OF APPROPRIATIONS, FiscaL YEAR 1957, NATIONAL ADVISORY 

CoMMITTEE FOR AERONAUTICS 


04 Communication services 


Fiseal year Fiseal year Fiscal year 





1955 obli- 1956 esti- 1957 esti- 
gated | mated mated 
Analysis by location: 
ee I i. cn eebnasceeuesatibensuaesenwenn $42, 817 $45, 300 | $45, 300 
EN ENO «ea. ci ceasmauvedenadan viveeeacned 61, 392 69, 000 | 69, 000 
Ames Laboratory.-.-.--- a ls ee ae ‘. 24, 159 28, 000 | 28, 000 
a en ett dada ecko ne amen eat 33, 988 | 36, 000 | 36, 000 
High-speed station_.........-. ae et aE Tn el 7,817 9, 000 9, 000 
Wr SER... ccctcsacdscuubeadabosResKocucktanesn ame 3, 964 4, 500 4 500 
ND =. .. 5-5 nal 8 5 5 bind adipic ama alewalbbwind 949 1, 000 1, 000 
I te cictaiiea satin te tien aces diane wenn meal 182 200 200 
Total, Ce PR is ok kas va wdccecdcidau<bisidcsees ee ata 175, 268 193, 000 193, 000 
Analysis by types of service: 
Local telephone and exchange service. _......--- ae ea 49, 285 54, 500 54, 500 
DU IRRGS Tile TRIO, nn ccnecdnndancdvcuandacosan ‘a 57, 412 | 58, 500 58, 500 
OT GPT ivintaded s0siwecantbdbcbbiiabttudutibidine 13, 599 17, 800 17, 800 
he AAR satcns em cltinnaein Ament ache kgendeaerdnieee 30, 972 37, 200 37, 200 
Pe nnd cb dc ddboatacdestabbh habinavdbidecuusaaeban 24, 000 25, 000 25, 000 
Total, all communication services......................-.| 175, 268 193, 000 193, 000 
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JUSTIFICATION 


Funds in the amount of $193,000 are requested for communication services for 
the fiseal year 1957 identical to the amount estimated to be required for the fiscal 
year 1956. It will be the continued policy of the committee to use the most 
economical mode of communication and to keep communication services, 
particularly long-distance telephone service, to the minimum consistent with 
efficient .operation. 

TRAVEL EXPENSE 


Dr. DryprEN. Some things have to be done by telephone, but it is 
necessary to pull together people to discuss research matters and much 
of the travel is in connection with research activities. At our station 
at Wallops Island, for example, it would be far more expensive to 
maintain our engineers full time on the island; so we detail people 
there from Langley and this involves travel between Wallops Island 
and Langley. 

Mr. Tuomas. What about the manufacturers’ travel, $27,650? 

Dr. Dryprn. This is for research coordination with manufacturers 
where we send our technical people to discuss problems with the 
technical people at manufacturers’ plants. Some of it is in connection 
with military projects where a military project officer will hold a 
meeting involving a test at the plant of the manufacturer and our man 
has to go along. 

Mr. THomas. What about the travel technical and scientific 
meetings, an increase from $27,200 this year to $32,800? 

Dr. Drypen. This is an important inlay by which we keep in 
touch with the scientific and professional development of our col- 
leagues in the aeronautical and related sciences. 
tm Mr. Umer. The amount is really a very modest sum when you 
consider we have about 2,000 scientific people in the agency. Only 
a small percentage of these people can attend meetings under this 
amount. The increase in 1957 is mainly required to meet the increase 
in per diem and mileage allowances. 

Mr. Tuomas. I notice the travel for the whole administrative setup 
is $42,000. 

Dr. Drypen. The $42,000 includes such things as recruiting and 
construction expediting. 

LEGAL STAFF 


Mr. Tuomas. Where does your legal staff sit? 

Mr. Utmer. It is attached to the office of the Executive Secretary 
and consists of two people. 

Dr. Vicrory. Mr. Chairman, we do not have a necessity for a large 
legal staff. 

Dr. Dryprn. Mr. Victory is a member of the bar. 

Mr. Tuomas. You are bound to have legal questions come up in 
compensation cases with the number of employees you have. 

Mr. Utmer. The Bureau of Employees’ Compensation of the Labor 
Department handles those matters for us. 

Mr. Tuomas. How about your tort claims? 

Mr. Utmer. They are handled by submission to NACA head- 
quarters. They are not substantial, around $6,000 per year. 

Dr. Vicrory. We are very busy with a small legal department but 
we do keep abreast of the work at little expense. 
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r TRANSPORTATION OF THINGS 


Mr. Tuomas. We will insert in the record page 29, “Transportation 
of things.” 

(The material referred to follows: ) 

EstTiMATES OF APPROPRIATIONS FiscaL YEAR 1957, NATIONAL ADVISORY 


COMMITTEE FOR AERONAUTICS 


03 Transportation of things 


Fiscal year Fiscal year Fiscal year 
1955 obli- 1956 esti- 1957 esti 
gated mated | mated 
Analysis by location 
NACA headquarters $680 $1, 000 $1, OK 
Langley laboratory 22, 771 23, 000 23, OOK 
Ames laboratory 12, 469 15, 000 15, 000 
Lewis laboratory ---- 83, 996 60, 000 60, 000 
High-speed station 7. 706 9, G00 9 O00 
Wallops station 10, 782 13, 000 13, 000 
Total, all locations 138, 404 121, 000 121. 000 
Analysis by types of transportation | 
Transportation of supplies and equipment 128, 684 111, 090 111, 000 
Drayage and other local transportation 8, 168 7, 500 7, 500 
Transportation of household goods 1, 552 2, 500 2, 500 
Total, all transportation 138, 404 121, 000 121, 0060 


JUSTIFICATION 


Transportation needs for the fiscal year 1957 will require funds in the amount 
of $121,000, identical to the amount required in the fiscal year 1956. 

Transportation requirements involved in the procurement of supplies and ma- 
terials, the hauling of supplies and equipment to and from delivery points, and 
the moving of household goods of transferred employees are expected to remain 
constant for the fiscal year 1957. 

Mr. Tuomas. What is your unexpended balance as of January 1? 

Mr. Uumer. $52,887. We are running just about the way we 
should be. 

Mr. Toomas. Do you use the services of GSA in your transporta- 
tion problems? 

Mr. Umer. We do. 

Mr. Tuomas. Have they been of benefit to you? 

Mr. Uumer. Yes. 

Mr. Tuomas. Spell that out. In what way have they been bene- 
ficial to you? 

You buy a lot of heavy equipment. Two of your laboratories 
are outside the producing area of a good deal of your equipment. 
Does GSA help you in connection with freight? 

Mr. Utmer. Very little because most of our equipment is bought 
f. o. b. our laboratories and the bids normally include delivery to 
the site. 

Mr. Tuomas. Still you are paying the freight. Do you consult 
them on the problem of your freight? 

Mr. Utmer. Not when it is included as part of the overall contract 
price. 

Mr. Tuomas. When you receive items f.o.b. your laboratories you 
are not getting the freight free. 
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Mr. Utmer. That is right, but it is part of a competitive bid. The 
bulk of our equipment, about 70 percent, we procure through open 
competitive bidding. Roughly 30 percent of our items are negotiated, 
but even in those cases, the negotiations are competitive. 

Mr. Tuomas. About 70 percent is by sealed competitive bids? 

Mr. Utmer. Correct. 

Mr. Tuomas. A pretty good record, I would say. The armed 
services might take a leaf out of your book. 


RENTS AND UTILITY SERVICES 


We will insert pages 31 and 32, “Rents and utility services,’ in the 
Se « ’ 
record at this point. 
(The material referred to follows:) 
EsTIMATES OF APPROPRIATIONS FiscaAL YEAR 1957, NaTiIoNAL Apvisory Com- 


MITTEE FOR AERONAUTICS 


05 Rents and utility services 


Fiscal year | Fiscal year | Fiscal year 











| 1955 o0bli- | 1956esti- | 1957 esti- 
gated mated | mated 
—— —— _— — — - — _ | | 
Analysis by location: 
Langley laboratory - - - 5 et eee saad $1, 155, 643 $1, 812, 050 | $2, 585, 000 
Ames laboratory pera aon 663, 142 2, 300, 000 | 3, 234, 000 
Lewis laboratory oe sia a 2, 065, 477 | 2, 600, 000 3, 050, 000 
High-speed station___--- banaeee 44, 452 | 54, 900 | 54, 950 
Wallops station___---- ; 36, 951 42, 000 42, 000 
Western office.._...._-- decane scaibieons : 50 | 50 
Total, all locations._....-----.-------- _...-..----| 8,965,665} 6,809,000] 8, 966,000 
Analysis by types of services: | 
Electric power: 
Langley laboratory - - - uieae 929, 533 | 1, 522, 560 2, 163, 600 
Ames laboratory _- 513, 513 | 2, 150, 000 | 3, 076, 500 
Lewis laboratory __--- ase 1, 795, 677 | 2, 300, 000 | 2, 700, 000 
High-speed station____..----- ; i id 6, 316 | 6, 326 6, 326 
Wallops station............---- 36, 925 41, 974 41,974 
Total, electric power-_------ peniie 3, 281, 964 | 6, 020, 860 | , 988, 400 
Other utilities: 
Ames laboratory ----- 58, 924 | 74, 000 76, 400 
Lewis laboratory ___---- : 142, 537 | 170, 000 220, 000 
High-speed station__- 13, 683 | 12, 565 12, 615 
Total, other utilities................ nin keihin aay 215, 144 256, 565 | 309, 015 


Equipment rental: 





Langley laboratory ---- a 226, 110 | 289, 490 | 421, 400 
Ames laboratory -- 90, 705 | 76, 000 81, 100 
Lewis laboratory-_- 27, 263 | 130, 000 | 130, 000 
High-speed station _____---- wl 24, 453 | 36, 009 36, 009 
Wallops station___._---- , ee 26 | 26 | 26 
Western office -- -- ; ee oi et weeul 50 | 50 

7To0tel; equipment rental. ......0.......6-2..5665- 468, 557 531, 575 668, 585 

Total, all rents and utility services__.........-.-----| 3, 965, 665 | 6, 809, 000 8, 966, 000 





JUSTIFICATION 


r 


The services provided under this object of expenditure include electric power 
for the operation of wind tunnels and other facilities; water for cooling, steam 
generating, and sanitary purposes; gas for air tempering, reactivation of air-drying 
chemicals, and space heating; and the rental of tabulating equipment. 

Approximately 90 percent of all expenditures for rents and utility services are 
for electric power. The $1,967,540 increase required for electric power in 1957 is 
distributed approximately as follows: 
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999 


Full-year operation of unitary plan tunnels_- - $1, 600, 000 
Increased requirements for modernized facilities - 367, 540 
Total increase______-_-_- i ; 1, 967, 540 


A series of charts and tables is presented at the end of this section showing for 
each laboratory the connected load and electric power demand by months, the 
electric energy consumption by months, the cost of electric power by months, and 
the power requirements by facility, including the calculation of the annual cost, 
Actual figures are shown for the fiscal year 1955 and estimated figures are shown for 
the fiscal years 1956 and 1957. The charts of connected load and electric power 
demand indicate clearly the initial operation dates for new facilities and for 
existing facilities which have undergone major repairs or modifications. The 
brief discussions that follow summarize the requirements for rents and utility 
services for each laboratory and station. 

Mr. Tuomas. Explain this tremendous increase in “Rents and 
utility services,” from $3.9 million in 1955 to $6.8 million in 1956 and 
$8.9 million in 1957. 

Mr. Utmer. These big amounts come about primarily because of 
the operation of these three large unitary plan tunnels, such as this 
Ames tunnel. 

Mr. Tuomas. The smaller the figure in this category, the less work 
you do? 

Mr. Utmer. That is just about it. This utility item means hours 
of wind tunnel operating time. 


USE OF POWER AT LANGLEY LABORATORY 


Mr. Tuomas. Let us break this down. The bottom of page 32 
shows the Langley setup. It will cost you $2,163,600 to operate 
Langley in 1957 against $1,522,560 in 1956. 

We will insert the table on Langley, the bottom of page 32 and top 
of page 33, in the record at this point. 

(The table referred to follows:) 


ELECTPIC POWER 


Langley Laboratory—The Virginia Electric & Power Co. supplies electric 
power to the Langley Laboratory. Supplemental ‘‘topping’’ power is supplied 
by an NACA 10,000-kilowatt generating plant at the laboratory. 

The following schedule summarizes the electric power requirements for the 
fiscal years 1956 and 1957: 


Fiscal year 1956 | Fiscal year 1957 


ROE DIN aii esis rcsbcinrcdeneencs i a chai lad 341, 000 351, 000 
ICON aI UU ae oe ee 50, 000 70, 000 
Sree ets Et TO. dks eaubasedelenhechanoe —10, 000 —10, 000 

ee ee ee 40, 000 60, 000 
CRO SGN IE aio oko sc ccdacednccccccccsccccen ee eee 100, 000 125, 000 
ES ee eee SEES — 40, 000 —60, 000 

I nce 60, 000 65, 000 
I a 134, 160, 000 190, 800, 000 
Less energy supplied by NACA.-._......-..-.____.- MELEE SI IIE —4, 560, 000 —4, 140, 000 

SEED SR eee ae SO ee eee 129, 600, 000 186, 660, 000 
CE I PI ines ttn cdeswdcsciatestccewts a $490, 800 $730, 800 
I 144, 000 156, 000 
MN Es Sc cabaueeswukekbaseewusncocekbun ee a Cae ee ee 887, 760 1, 276, 800 


RS a ON 1, 522, 560 2, 163, 600 
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POWER AT AMES LABORATORY 


Mr. Tuomas. At Ames Laboratory, it will cost $3,076,500 in 1957 


against $2,150,000 in 1956. 
of page 33 in the record. 


(The table referred to follows:) 


We will insert the table at the bottom 


Ames Laboratory.—¥Electriec power for the Ames Laboratory is supplied by the 
Bureau of Reclamation, Department of Interior, and the Pacific Gas & Electric 
Co. The utilization of these two sources of electric power was initiated in the 
fiscal year 1955 to combine the economic advantages of low-cost power from the 
Jureau of Reclamation with the flexibility and availability of large blocks of non- 
firm power from the Pacific Gas & Electric Co. 

The following schedule summarizes the electric power requirements for the 


fiscal years 1956 and 1957: 


Connected load 

On-peak average demand 
Excess on-peak average demand 
Excess off-peak average demand 
Energy consumption 


On-peak demand cost 
Off-peak demand cost 
Energy cost 
Adjustments 


Total 
Total cost 


USE OF 


Fiscal year 1956 
Bureau of | Pacific Gas 
Reclama- | & Electric 

tion Co. 


447, 000 
37, 000 


43, 000 


95, 000 


155, 250, 000 | 153, 426, 000 


$333, 000 $335, 400 


171, 000 
483, 824 884, 284 
—40, 824 — 16, 684 


776,000 | 1,374,000 | 


2, 150, 000 


AT LEWIS LABORATORY 


Fiscal year 1957 


Bureau of | Pacific Gas 
Reclama- | & Electric 
tion | Co. 


447, 000 
50, 000 ; oa 

= 60, 000 
65, 000 
215, 000,000 | 255, 220, 000 


$450, 000 $468, 000 
; 117, 000 

650, 016 1, 471, 932 
— 56,016 


— 24, 432 


1,044,000 | 2,032, 500 
3, 076, 500 
| 





Mr. Tuomas. For Lewis Laboratory you want $2.7 million for 
1957 against $2.3 million for 1956. We will insert the table on page 
34 in the record. 

(The table referred to follows:) 


Lewis Laboratory.—The Cleveland Electric Illuminating Co. supplies power 
to the Lewis Laboratory. The contract provides for free demand during off-peak 
hours, and for purposes of economy certain major facilities are planned to be 
operated only during off-peak periods in the fiscal year 1957. 

The following schedule summarizes the electric power requirements for the 
fiscal years 1956 and 1957: 


| 
| 


Fiscal year Fiscal year 


1956 1957 
—— ~- — - a = ne —— ee ———E aes ee ee oth ee a — 
Connected load 536, 000 | 543, 000 
On-peak average demand 30, 000 | 30, 000 
Off-peak average demand : , wT 180, 000 | 200, 000 


Energy consumption - -- 


| 286,080,000 | 335, 820, 000 
On-peak demand cost 

Off-peak demand cost (free) _-.----- S ee : wa | 
Energy cost watchs , Seiad TD ei a nsrhntrshe tpi 1, 643, 000 | 


2, 300, 000 | 
| 


alba’ $657, 000 | $657, 000 


"2,043, 000 





Total cost___ 2, 700, 000 


Mr. Tuomas. Do you consult GSA for their advice and professional 
and expert assistance in the field of procurement of electric power? 

Mr. CHAMBERLIN. We have consulted the GSA, but they are more 
interested in participating in negotiations for the normal type of loads. 
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Mr. Umer. Our power problems are very much above their usual 
problems. 

Mr. Tuomas. You have not had occasion to contact GSA on this, 
then? 

Mr. CHAMBERLIN. Yes, but they have agreed to let us handle our 
own negotiations. We have greater experience than they have in 
this field. Our demand requirements are the largest in Cleveland, 
for example. 

Mr. Tuomas. You are perhaps the greatest power users in the 
country outside of AEC; are you not? 

Mr. CHAMBERLIN. So far as demand is concerned, I believe that is 
true. 

DIFFERENCES IN COST OF ELECTRIC POWER 


Dr. SHarp. I would like to point out that our average kilowatt 
cost has gone down constantly since we have operated in Cleveland, 
in the face of a general rise in rates. 

Mr. Tuomas. How do you account for it? 

Dr. SHarp. We account for it by the fact we operate principally 
in their off-peak periods when they cannot sell it to anybody else. 

Dr. Tomas. What about you, Dr. Reid? 

Dr. Retp. Our problem is diffe rent. The size of the local Virginia 
company is about the same but it is spread over an area 20 times the 
Cleveland area and has longer transmission lines. The Cleveland 
plant is a steam-generating plant and they have to have capacity for 
the whole load, whereas the Virginia Electric & Power Co. makes use 
of hydro for the peak loads. 

Mr. Tuomas. What does your power cost per kilowatt? 

Dr. Rerp. About 1.1 cents per kilowatt-hour. 

Mr. Tuomas. And what does yours cost, Dr. Sharp? 

Dr. Suarp. About 8 mills. 

Mr. Tuomas. You mean the good Virginia companies get 50 percent 
more than you pay? 

Dr. Suarp. We are in a low coal area 

Mr. Tuomas. Your answer is “‘ Yes’’? 

Dr. Suarp. Yes. 

Mr. Tuomas. What do you pay in California? 

Mr. CHAMBERLIN. About 10 mills. 

Mr. Utmer. About the same as Langley. 

Mr. Tuomas. What progress are you making in reducing the rate? 
You are going up in consumption, and when you go up in consump- 
tion you should have a reduction in rate. What progress are you 
making in getting a little reduction, Dr. Reid? 

Dr. Rerp. Over the past few years we have come down but now 
that we have our big tunnel in operation our demand costs have 
gone up. 

Mr. Tuomas. The people in Virginia have waterpower; do they 
not? They should have cheap power. 

Dr. Rep. There is very little available and it is used mostly for 
loads. 

Dr. Suarp. The cost of distribution is a very large factor in the 
cost of power. Where vou have to distribute over a large area you 
expect to pay more. I would expect to pay more where Dr. Reid 
is operating than where I am operating. 
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Mr. Tuomas. That distance is all right, but it does not account 
for a 50 percent increase. How far are you from Buggs Island, Dr. 
Reid? 

Dr. Rep. About 140 miles. 

Mr. Tuomas. That is within economical delivery distance. 

Dr. Rerp. There are no lines capable of bringing us the power we 
need from Buggs Island. 

Mr. Tuomas. If they had those lines in there it would not take 
you long to get the price reduced. 

Dr. SHarp. There is another factor and that is the economics of 
generating. One reason mv costs have come down is because the 
power company has been replacing old equipment with new equipment 
that takes less coal. 

Mr. Tuomas. Doctor, we were giving you credit. 

Mr. CHAMBERLIN. In addition, consumption is much greater in 
Cleveland than in Langley. 

Mr. Utmer. And a good deal is the difference in the nature of the 
equipment. Lewis has more equipment that runs 24 hours a day 
than Langley does. That is pretty well brought out by the charts. 

Mr. Tuomas. I am about to get the impression that you are trying 
to build up a case for the utility companies rather than beating them 
down. You do not know which side you are on. 

Mr. CHAMBERLIN. We are constantly working on them to come 
down. A reduction of one-half mill may run to about $50,000 a year. 

Dr. Drypen. Congress was very helpful a year ago on this general 
problem. 

EQUIPMENT RENTAL 


Mr. THomas. What about equipment rental? You say: 


Tabulating equipment of the rental type has proven to be a most efficient and 
economical tool for certain types of research and accounting operations. It is 
capable of producing more accurate results in a fraction of the time required for 
manual operations. It is estimated that $666,200 will be necessary for this 
purpose in the fiscal year 1957, an increase of $136,910 over the amount estimated 
for the current fiscal year. 

Is this IBM equipment? 

Mr. Utmer. About 99 percent is IBM. 

Mr. THomas. You do not have any Univac machines out there? 

Mr. Utmer. No, sir. 

Mr. Puiiurps. Why not? 

Mr. Utmer. We have similar equipment and we are obtaining 
some additional high-speed computing equipment. You will find 
items in our 1957 budget for that. 

Dr. Drypen. It does not happen to be Univac. 

Mr. Puiuures. It is a multiple computer? 

Mr. Utm_er. Yes. 


PRINTING AND REPRODUCTION 


Mr. Tuomas. We will insert page 48 in the record at this point, 
“Printing and reproduction.” 
(The material referred to follows:) 
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EsTIMATES OF APPROPRIATIONS FiscAL YEAR 1957, NaTionaL Apvisory Com- 
MITTEE FOR AERONAUTICS 


06 Printing and reproduction 


| 
Fiscal year | 








| Fiscal year Fiscal year 
1955 obli- 1956 esti- 1957 esti- 
| gated mated | mated 
Analysis by location: | 
PS eae ee ee Pe 22, 621 | $24, 000 | $24, 000 
EA IN ii cn ceodnenstgitecesmacuwereeds 37, 857 42, 000 42, 000 
ADE LGUUTOIIEE i cb ieee cunccdebedcss penanennnnneeeene----| 15, 427 19, 500 | 19, 500 
ee a ara ae shes dca alibi | 13, 722 20, 500 | 20, 500 
eT ara Cok ciscccabevevnduulwaddcccductendnal 792 | 1,000 | 1, 000 
Total, all locations.......-- awe stata aeectetiee dlitaagdiee het : 90, 419 107, 000 107, 000 
Analysis by types of printing: | | 
Annual administrative report_.......-..--- | $2, 230 | $2, 300 $2, 300 
TOGUMION TODOEW.. 5 666i5- 0 ctnsacsssanns snanwieene 56, 840 | 69, 000 | 69, 000 
Annual volume of technical reports - _------- 9, 815 | 10, 000 10, 000 
Printed forms and letterheads__-_. TSE SE 2, 377 | 2, 700 | 2, 700 
Miscellaneous printing and storage of type_..-.-..--- al 19, 157 | 23,000 | 23, 000 
PE ONIN a ohana scene neghbameineesee 90, 419 107, 000 | 107, 000 


Mr. Tuomas. You are requesting $107,000 for printing and repro- 
duction against $107,000 in 1956 and $90,419 in 1955. You say: 


ANNUAL ADMINISTRATIVE REPORT 


It is proposed to print in permanent form in the fiscal year 1957, as required by 
law, the annual administrative report of the NACA for the fiscal year 1956. 


What does your annual report cost? 
Mr. Utner. A little over $2,000 a year. 


TECHNICAL REPORTS 


Mr. Tuomas. For technical reports you are requesting $69,000. 

You have the printing cost broken down by location, headquarters, 
$24,000; Langley Laboratory, $42,000; Ames Laboratory, $19,500; 
Lewis Laboratory, $20,500; and high-speed station, $1,000. 

What is the status of your account as of December or January? 

Mr. Utmer. We have $37,000 unobligated as of December 31 out of 
the $107,000 allotment. 

Mr. Tuomas. How many people do you have working on the com- 
position of these reports and pamphlets? 

Mr. Umer. I do not have an exact figure on that. 

Mr. Tuomas. Do you have a section doing that? 

Dr. DrypEen. Several people in many sections do that work. 
Typists, editors, photographers, illustrators, machine operators— 
many skills are necessary. 

Mr. Tuomas. How do you get all this information together and how 
many people do you have working on it? 

Dr. Drypren. Every research man writes his own report. 

Mr. Tuomas. How many different people do you have writing 
reports and how many reports do you have all together? 

Dr. DrypEen. We put out about 900 reports every year. They are 
written by the project engineers who directed the research effort that 
led to the acquisition of the scientific data. Most of these reports 
are duplicated in our own printing plants. The $69,000 item we are 
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discussing covers only the sixty-odd unclassified reports set in type 
and printed by the Government Printing Office each year. 

Mr. Tuomas. That is what is covered “by this printing and binding. 
In what form are your other reports prepared? 

Dr. Drypen. They are pre pared by the photo offset method. 

Mr. Tuomas. That is a bigger item than this $69,000; is it not? 

Dr. DrypEen. Much bigger. 

Mr. Tuomas. What is the cost of your printing plant operations? 

Mr. Utmer. Around $500,000 per year. 

Mr. Tuomas. Where is that cost shown in your budget? 

Mr. Uumer. A good deal of it is under 08, supplies ‘and materials, 
and under 01 for the personal services. About 70 percent of the cost 
is for personal services. 


SUPPLIES AND MATERIALS 


Mr. Tuomas. We will insert page 73, “Supplies and materials,” in 
the record. 

(The material referred to follows:) 
OF 


ApvIsORY COMMITTEE FOR ARBRONAUTICS, ESTIMATES 


APPROPRIATIONS, FiscaAL YEAR 1957 


NATIONAL 











08 Supplies and materials 
‘ i Peecieny ae 3 ata ean 
| Fiscal year | Fiscal year Fiscal year 
‘185 SS obli- | 1956 esti- 1957 esti- 
| gated mated | mated 
| 
Seiad eae acrintoainaeitannineiaiaas —_ oceans oan ai - 
Analysis by location 
I ee line a | $20, 129 $21, 100 | $21, 650 
Dy IIE. oo oon ccc Sew dwcenaccsauce 1, 702, 295 1, 891, 700 | 1, 900, 000 
Sr RAS o.oo cde eke eebiancceemne | 618, 286 620, 000 630, 000 
I ed ahensannnaiinwhubesus 1, 456, 116 1, 516, 800 1, 520, 000 
High-Speed Station wae aes Ss gh Eee 200, 149 | 193, 973 190, 000 
Wallops Station wens —o. oemeets mi 232, 874 | 386, 000 488, 000 
Western Office 281 | 350 | 250 
a eS 40) 77 100 
mes ee | ———. $$ | 
Total, all locations.________- > 4, 230, 170 | 4, 630, 000 4, 750, 000 
Analysis of transactions: | | 
pvertory, Gert Of Peer........-...........-- SF os 1, 288, 229 | 1, 103, 658 1, 039, 000 
aeminry miietmments. 6. 8.5 eek daccdedmencncessci- 155, 459 127, 000 127, 000 
os ee cena onan ae whens okie 676, 588 395, 357 | 461, 000 
Total obligations 4, 230,170 | 4, 630, 000 4, 750, 000 
Total available for usage _- An ate oe 6,350,446 | 6, 256,015 6, 377, 000 
Less | 
Surplus disposed of ' - aces 92, 504 | 38, 306 |----- Sa 
Rveeety one OF eine. So Se dceuadadakk 1, 103, 658 | 1, 039, 000 1, 064, 000 
CN ee, Me NE odd. teen tu cnauenbem adn enue 395, 357 | 461, 000 461, 000 
Total usage__.__-- Clie i. See ei ie ee ke 4, 758, 927 4, 717, 709 4, 852, 000 








Mr. Tuomas. For supplies and materials you are requesting $4,750,- 


$4,630,000 for 
plants? 


000 against 1956. 


used in your printing 


How much of this is for supplies 


Mr. Umer. About $140,000. 

Mr. THomas. How many reports does it cover? 

Dr. Drypen. About 900 reports a year. 

Mr. Tuomas. 900 you prepare against 60 printed by the GPO? 


Dr. DrypeEn. 


That is right. 





1005 


Mr. Tuomas. Your justification states: 

As indicated in the above analysis, funds in the amount of $4,750,000 are 
requested for the procurement of supplies and materials in the fiscal year 1957, 
an increase of $120,000 over the amount available for the fiscal year 1956. Ap- 
proximately $100,000 of this increase is required for the purchase of larger rocket 
motors for:the Wallops Station. * * * 

An analysis by categories of actual usage for the fiscal year 1955, the June 30, 
1955, inventory, and the June 30, 1955, on order is presented on the following 
page. It will be noted that the bulk of the supplies and materials used are in 
the categories entitled ‘‘Scientific’’; ‘‘Fuels, gases, and lubricants’’; ‘‘Electrical 
and radio’’; ‘‘Metals’’; and ‘“‘Photographic and reproduction.” 

This goes right back to our old warehousing problem, stockpiling, 
inventories, and so forth. 


TECHNICAL REPORTS 
What about your “Printing and reproduction” item? To what 
extent is there a demand for these reports to go out to industry? 
Do they go only to industry and to colleges and universities? 

Dr. Drypen. And to the military services. 

Mr. Tuomas. What do they deal with? 

Dr. Drypren. They contain the latest scientific data produced by 
our laboratories. For example, the report in front of you contains 
the first announcement on which the design of these long-range 
missiles is based. It was a concept introduced for the first time by 
this report. 

Mr. Puivurps. Can you use a photographic illustration in a report of 
that type? 

Dr. Drypen: Yes. 


OTHER CONTRACTUAL SERVICES 
Mr. THomas. We will insert pages 50 and 51 in the record, “Other 


contractual services.’’ 
(The material referred to follows:) 
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EsTiMATES OF APPROPRIATIONS, Fiscan YEAR 1957, NaTionaL ADVISORY 
COMMITTEE FOR AERONAUTICS 


07 Other contractual services 








Fiscal year Fiscal year Fiscal year 





























1955 obli- 1956 esti- 1957 esti- 
gated mated mated 
Analysis by location: | 
I ale $1, 063, 180 $1, 084, 500 $1, 081, 600 
eee ENG nn nee ae 530, 463 550, 000 549, 000 
a ne er eg Se 96, 683 175, 000 185, 000 
DANE ION os oS snp Seb clne canton 412, 190 595, 000 622, 000 
ad aan aimee | 31, 489 28, 590 29, 000 
INN Go St a a aaa cbon 33, 191 108, 500 113, 000 
I i ote Cease waiel 272 310 300 
EN dnd cae tc ecnidiss as etree eesen dimie dooce tsincasinidareai 36 100 100 
Total, all locations..........- gage tac | 2,167,504 | 2,542,000 | 2, 580, 000 
Analysis by types of service: 
Repairs and alterations: 
Oe ins ca cimatoetnninn cueinandanisdibeien 6, 232 7, 000 7, 000 
Langley Laboratory.............-...- ii A bdbdes 378, 026 374, 000 380, 000 
I Na | 62, 641 128, 700 135, 000 
SE UN nnn sai adabodbeocumeeeeoLakens 246, 882 415, 000 430, 000 
POON... ooo ceumbheadhnakipebausas 23, 822 12, 800 21, 400 
SS ES ONL OE NE SIENA Es | 31, 535 106, 100 110, 100 
I fos oo tee es | Sache te 223 250 240 
a A liam opens Speake 50 50 
Total, repairs and alterations. ...........-.....----- 749, 361 1, 043, 900 | 1, 083, 790 
Miscellaneous services: 
See en cc accamnmtion nee emenaee memes 11, 241 15, 000 12, 100 
i a ae ae | 73, 836 90, 000 93, 700 
te weet eke eo ad 31, 595 43, 500 47, 000 
Nee enn ee atiaiie aman | 161, 242 175, 000 187, 000 
High-Speed Station...........-.- pitied aa ateetancaeaae | 6, 146 15, 190 7, 200 
ain Seeemandue cre ae 1, 375 2, 050 2, 550 
a a ee Sa PAS: 49 60 60 
eet Ores.........~........ ere ee eee ta 36 50 | 50 
Total, miscellaneous services._.......-.-.-.-.------- 285, 520 | 340, 850 349, 660 
I i laa | 742, 183 750, 000 800, 000 
Services by other Government agencies for— 
NACA Headquarters___..._.---- i leclataeiaaceniasihiial tc 303, 524 312, 500 262, 500 
RR SEN ce nimanneackuondetinabiommaabe 78, 601 | 86, 000 75, 300 
Ames Laboratory-.--- st el 6 eae | 2, 447 2, 800 3, 000 
Lewis Laboratory ---- den ake a _| 4, 066 5, 000 5, 000 
High-Speed Station_- a alr ahs oe 1, 521 600 400 
Neath nie Sime 281 | 350 350 
Total, services by other Government agencies____---| 390, 440 | 407, 250 | 346, 550 
Total, other contractual services_ _- icine aeacamaal 2, 167, 504 | 2, 542, 000 | 2, 580, Of 
| | 





JUSTIFICATION 


Estimates for this object of expenditure, as summarized above, include normal] 
operating repairs and alterations; special alterations and modification to structures 
and research facilities; specialized contractual services; Federal life insurance; 
contracts for research at educational and scientific institutions; and services 
performed by other Government agencies. 

Mr. Tuomas. For “Other contractual services,’’ you are requesting 
$2,580,000 against $2,542,000 in 1956 and $2,167,504 in 1955. One 
of the items is “Research contracts,’ for which you request $800,000 
against $750,000 in 1956. 

Your justification states: 

Estimates for this object of expenditure, as summzrized above, include normal 
operating repairs and alterations; special alterations and modifications to struc- 
tures and research fadilities; specialized contractual services; Federal life insurance; 


contracts for research at educational and scientific institutions; and services 
performed by other Government agencies. 
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REPAIRS AND ALTERATIONS 


We will also insert in the record Jae « 52, “Repairs and alterations.” 
( T he material referred to follows 3) 


Repairs and alterations 





Fiscal year | Fiscal year | Fiscal year 

1955, obli- | 1956, esti- 1957, esti 

gated mated mated 
A IN sini ini birt Taipan ignited Rtbaitiinae tail $423, 773 | $733, 200 $758, 800 
Minor categories of projects. _._.....-- ; Sear 325, 588 | 310, 700 324, 990 
at ik kta eicindn<étt ahondee 749, 361 1, 043, 900 1, 083, 790 





Funds requested under this subhead are necessary for alterations and modifica- 
tions to structures, research facilities, and utility systems to meet changing re- 
search requirements, and for normal operating repairs to structures, research and 
transportation equipment, utilities, and various service and office equipment. 

Frequent alterations and modifications to structures and research facilities have 
been found expedient and necessary to increase the scope and accuracy of research 
operations and to permit maximum utilization of existing research facilities under 
conditions of rapidly changing research requirements. Individual research setups 
are continually torn down, modified, and rebuilt. These alterations, in turn, 
dictate the need for extending and expanding existing piping systems, electrical 
systems, and other utilities. Changes of this nature are inherent in a research 
activity since aeronautical facilities are particularly susceptible to obsolescence. 
The major portion of the funds requested in the fiscal year 1957 under this sub- 
head, $758,800, will be required for major repairs, alterations, and modifications 
to structures, research facilities, utility systems, shop facilities, and roads. The 
remainder of the 1957 request under this subh ead, $324,990, will be required for 
normal maintenance and repair activities to keep structures and equipment in 
proper operating condition. 


RESEARCH CONTRACTS 


Mr. Tuomas. Let us get a little detail on your research contracts. 

Dr. DrypEN. The research contracts which are placed by NACA 
are contracts to use the special skills of people in universities and 
nonprofit laboratories in the problems we are working on. The 
services of these people would not otherwise be available to us. 
Much of the materials work which we do relating to aircraft materials 
is done by contract. The average contract is of the order of $20,000. 

Mr. Tuomas. How many different contracts do you antic ipate you 
will have next year and how many do you have this year? Could you 
put that in the record, together with the location of the sc ‘hools and 
a description of the nature of the work? 

Mr. Utmer. On pages 67, 68, and 69 we have a complete list of all 
contracts awarded last year. 

Dr. Dryprn. The only thing missing is the subject matter. 

Mr. Tuomas. Will you insert those in the record and include some 
description of the nature of the work? 

Mr. Utmer. Page 66 gives the nature. 

Mr. Tuomas. You say: 

Over 60 investigations in the general aeronautical fields of aerodynamics, air- 
craft propulsion, aircraft construction and operational problems are now under- 
way in approximately 30 universities and nonprofit laboratories. 

That is the language on page 66. 

Mr. Utmer. On page 67 we list the universities. 
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Mr. Tuomas. Will you give some description of the subjects under 
investigation? 
Mr. Utmer. We will be glad to. 


(The information requested is as follows: ) 


List oF RESEARCH CoNTRACTS AWARDED DuRING FiscaL YEAR 1955, NATIONAL 
ADVISORY COMMITEE FOR AERONAUTICS 


AERODYNAMICS 
Polytechnic Institute of Brooklyn 

A special theoretical and experimental investigation of mixing of two streams 
for various mixing area geometries, and Mach number and temperature ratios 
between the streams, also including preliminary tests where one stream is a gas 
other than air, $22,000. 

A special theoretical investigation of the response of a helicopter to blade- 
forces transmitted to the hub in flight, including the ease of a rigid rotor, $16,330. 
University of California 

A special investigation of the surface pressures on cone-cylinders at hypersonic 
Mach numbers in a slip-flow regime, $27,020. 

Cornell University 

A special investigation to obtain simultaneous measurements of turbulence 
level and shearing stress in the turbulent boundary layers on flat plates with 
yawed leading edges, $25,246. 

Georgia Institute of Technology 

A special experimental investigation of heat transfer to virbating air columns, 
$15,814. 

A special investigation to develop an electromagnetic analog method to de- 
termine induced velocity distributions for a helicopter rotor and to determine 
induced velocity distributions for a rotor having a linear distribution of circula- 
tion slong the blade radii and operating in high speed level fiight, $18,495. 

Johns Hopkins University 

A special experimental investigation of isotropic temperature and velocity 
fields behind a heated grid, including exploratory studies of homogeneous devia- 
tions from isotropy, $15,970. 

A special investigation of the theory of turbulent shear flows, $10,120. 

Massa husetts Institute of Technology 

A special experimental investigation of the interaction retion of shock waves 
and boundary layers for various shock strenzths and flow Reynolds numbers. 
also including studies of the interaction region in the presence of pressure gra- 
dients, $18,000. 

University of Michigan 

A special experimental investigation of the forces and flow fields produced 
by a jet exhausting laterally from a slender body in a supersonic stream, $24,600. 
Stanford University 

A special experimental and theoretical investization of nonlinear transfer sys- 
tems wherein dynamic errors are reduced throuzh the use of discontinuous varia- 
tion of damping and spring coefficients, $12,900. 

A special theoretical and experimental investigation of flow in a two-dimensional 
vaned diffuser, and of the effect of free-stream turbulence on the growth of a 
turbulent boundary layer, $14,900. 

A special experimental investization of heat transfer coefficients for turbulent 
incompressibile flow at high Reynolds numbers over a flat plate, $15,885. 

Stevens Institute of Technology 

A special experimental investigation of the hydrodynamic characteristics of 

planing.surfaces at angles of roll and yaw, $11,500. 


University of Washington 


A special critical review of the problems of slip flow in aerodynamics, including 
work on establishing a basis for determining boundary conditions for such flows, 
$4,300. 
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A special expermental investigation of the effect of wind tunnel walls on a 
lifting rotor in a closed rectangular section, $28,820. 


POWERPLANTS 
Battelle Memorial Institute 
A special experimental investigation of methods for improving the elevated 
temperature properties of cast cobalt-base alloys, including consideration of 
deoxidation and inoculation treatments and minor alloy additions, $30,000 


Case Institute of Technology 

A special experimental and analytical investigation of the effects of scale and 
intensity of turbulence on flame propagation, including preliminary studies of 
flame-generated turbulence, $14,750. 


University of Cincinnati 


A special experimental investigation of oxidative coking by a typical hydro- 
carbon fuel component, $7,550. 
Cornell University 

Investigation of plain bearing lubrication at hizh speeds, to include the eTects 
of bearing clearance, eccentricity, oil flow characteristics, friction, and misaline- 
ment, $16,385. 
Franklin Institute 

A special exploratory investigation of frictional and wear characteristics of 
sliding seal materials at high speeds and without lubrication, including considera 


tion of techniques and equipment suitable for detailed investigations in this 
field, $25, 816. 


Johns Hopkins Uniersity 

A special investigation of turbulent flow with initial solid-body rotation, in 
cluding measurement of the effects of rotation on the statistical properties of 
turbulent flows having different initial structures, $15,778. 
University of Oklahoma 

A special experimental investigation of ducted cyclonic flames, including map 
ping of flow fields and studies of flame stability, combustion efficiency, and 
pressure drop, $11,190. 
Purdue University 

Investigation to determine the heat-transfer cofficient and fluid friction factor 
for white fuming nitric acid under nucleate boiling conditions, and to make 
similar exploratory determinations for red-fuming nitric acid, $2,775. 
University of Wisconsin 

A special experimental and computational investigation of the vaporizing of 
fuel droplets in heated air, including comparison of single-drop and spray data, 
prediction of mixed hydrocarbon behavior from pure hydrocarbon properties, 
and measurements of the effect of air pressure, $17,480. 


AIRCRAFT CONSTRUCTION 

Battelle Memorial Institute 

A special experimental investigation by internal friction methods of the plastic 
deformation of aluminum alloys, $25,000. 

A special experimental investigation, by electron microscopy, of the develop- 
ment of slip-line structure in aluminum crystals deformed in tension, $12,000. 

A special investigation of the effects of age hardening on creep and of creep on 
age hardening in aluminum-copper alloys initially single phase, $20,000. 
Polytechnic Institute of Brooklyn 

A special theoretical and experimental investigation of the creep bending of 
aluminum cylinders, $19,800. 
California Institute of Technology 

A special investigation of the failure of thin-walled pressure vessels due to 
penetration and fatigue crack propagation, $13,750. 

A special investigation, by internal friction techniques, of factors affecting the 
fatigue of metals, including consideration of the effects of rest periods and of 
damping at critical temperature, $11,880. 
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University of California 
A special preliminary investigation of the brittle intergranular fracture of 
metals under creep conditions, including consideration of the relative effects of 
temperature and stress level, $12,435. 
Carnegie Institute of Technology 
A special experimental investigation of the fundamental nature of fatigue in 


metals, including studies either of imperfect single crystals of iron or of poly- 
crystalline decarburized material, $21,184. 
Columbia University 

Investigation to improve the ductility and strength of steel in heavy sections, 
inclu7ing correlation of mechanical properties with microstructure, development 
of specific coefficients for alloying elements, and application of these results to the 
primary problem, $4,500. 
Cornell University 

A special investigation of the method of split rigidities, including further 


development of the method and a general explanation of its use in attacking 
particular problems, $5,087. 


Massachusetts Institute of Technology 

Experimental and theoretical investigation of the applicability and validity of 
generalized harmonic analysis for predicting gust loads on aircraft, $6,000. 
New York University 

A special investigation and compilation of data on the allowable strength of 


wing and fuselage components subject to buckling, including considerations of 
stiffened panel construction and multiweb construction, $28,000. 


University of Minnesota 

A special experimental and theoretical investigation, utilizing photoelasticity 
techniques, of stress concentrations at grain boundaries in two dimensional 
specimens, $13,864. 
Syracuse University 

A special experimental investigation of factors influencing the temperature 
distribution in typical aircraft structural elements under transient heating 
conditions, $11,558. 

OPERATING PROBLEMS 


California Institute of Technology 

A special theoretical and experimental investigation of acoustic radiation 
emitted by a boundary layer at high subsonic velocities, including near-field noise 
measurements, tests of the noise transmitted througn the solid boundary of the 
flow, and coordination of the acoustic measurements with boundary iayer flow 
parameters, $34,100. 
Lightning and Transients Research Institute 

A special experimental investigation of lightning hazards to aircraft fuel tanks, 
including considerations of airplane configuration and fuel and environmental 
conditions, $39,901. 
Massachusetts Institute of Technology 

A special investigation, both theoretical and experimental, of acoustic propaga- 
tion including consideration of the effect of wind gradients, turbulence and 
shielding, $39,500. 


List or FiscaLt YEAR 1956 ReseARcH ConTRACTS AWARDED OR READY FOR 
AWARD AS OF NOVEMBER 30, 1955, Nationa ADvisoRY COMMITTEE FOR 
AERONAUTICS 

AERODYNAMICS 

Georgia Institute of Technology 
A special investigation of the distribution of the normal component of induced 

velocity in the lateral plane of a lifting rotor with uniform loading, $19,360. 

Massachusetts Institute of Technology 
A special theoretical and experimental investigation of the interactions between 

oblique shocks and both laminar and turbulent boundary layers, on flat plates 

and in favorable pressure gradients, $22,000. 
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Stanford University 
A special investigation of the influence of vanes and rods on the flow in a two- 


dimensional] diffuser, and of the growth of a turbulent boundary layer on a flat 
plate in turbulent flow, $16,836. 


POWERPLANTS 
University of Cincinnati 
A special experimental investigation of the conditions and character of oxidative 
resin and coke formation by typical fuel components at slightly elevated temper- 


atures, $7,400. 


Cornell University 

A special investigation of journal bearing lubrication, including considerations 
of minimum oil film thickness as a basic parameter in bearing performance and 
of heat flow in bearings, and tests of a bearing with interrupted oil supply, $28,520. 


Massachusetts Institute of Technology 
A special theoretical and experimental study of compressor rotating stall, in- 


cluding consideration of cascade parameters that influence stall propagation, and 
; ut 1 C pro} 
the influenee of blade stagger on stall characteristics, $25,100. 


University of Michigan 
A special investigation of the influence of oxygen and nitrogen contents and 


melting practice variables on the high-temperature properties and hot-working 
characteristics of titanium-aluminum hardened alloys, $50,000. 


New York University 


A special theoretical investigation of subsonic oscillatory bladerow aerody- 
namics, $14,180. 


Yale University 
A special investigation of anelastic effects associated with phase transformations 
in alloys, with particular emphasis on precipitation reactions, $11,267. 


AIRCRAFT CONSTRUCTION 


Battelle Memorial Institute 

A special investigation of the creep of typical elements of riveted sheet-metal 
joints, including the effects of specimen geometry, ratio of bearing to tensile 
loads, and total load, $9,000. 

A special experimental investigation of the effects of hydrogen on the plastic 
behavior and fracture stress of iron and SAE 4340 steel, utilizing X-ray diffraction 
techniques and internal-friction measurements, $20,000. 

A special experimental investigation, by internal friction methods, of the inter- 
actions between dislocations and solute atoms in low-copper alloys of aluminum 
$20,000. 

A special experimental investigation of the fatigue behavior of aircraft struc- 
tural box beams designed for failure in the extruded material, including correlation 
with the behavior of simple elements typical of the beam structure, $7,500. 


Polytechnic Institute of Brooklyn 


A special theoretical and experimental investigation of the behavior of rein- 
forced and unreinforced circular aluminum cylinders subjected to elevated 
temperatures and a constant bending moment, $19,910. 


University of California 

A special experimental investigation of grain boundary shearing and inter- 
granular fracturing under creep conditions, including study of the relative effects 
of stress and temperature, $10,432. 
Carnegie Institute of Technology 

A special experimental investigation of the fundamental nature of fatigue in 
metals, including studies of the relative effects of shear and normal stresses, and 
the influence of low carbon content on the fatigue limit, $20,990. 
Columbia University 

A special theoretical investigation of stability and vibrations in viscoelastic 
plates under large amplitude excitation, $17,323. 
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University of Kentucky 

A spccial investigation of the role of subgrain structure in ferrous metallurgy, 
including studies of procedures for controlled introduction of substructure and 
of the effects of substructure on mechanical properties, $16,565. 
Stanford University 

A special experimental investigation of the ignition characteristics of metals, 
$6,326. 
Syracuse University 

A special experimental investigation of limits between which structural joint 
interface thermal conductance varies with changes in temperature, loading and 
joint characteristics, $20,395. 

OPERATING PROBLEMS 


Massachusetts Institute of Technology 

A special theoretical and experimental investigation of atmospheric acoustics, 
including field measurements of sound propagation and studies of the scattering 
of s.uid by turbulence, $35,000. 


SERVICES BY OTHER GOVERNMENT AGENCIES 


Mr. Tuomas. What about the amount of money you spend in 
other governmental agencies for research, such as the Bureau of 
Standards? 

Mr. Utmer. That is on page 70. 

Mr. Tuomas. How much of that $200,000 do you have left from 
last year? 

Mr. Utmer. We have nothing left from last year because we 
turn back what we do not use. This year we have obligated nearly 
our entire amount. 

Mr. Tuomas. Did you obligate all your 1955 funds? 

Mr. Utmer. Yes, the amount was $200,000, and it was all obligated. 

Mr. Tuomas. Insert page 72 in the record. 

(The material referred to follows: ) 

NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS, ESTIMATES OF 
APPROPRIATIONS, FiscaL YEAR 1957 
Servi es by other Covernment agencies 





: | as | ss 
Fiscal year | Fiscal year | Fiscal year 





1955 obli- | 1956 esti- 1957 esti- 
gated | mated mated 

ANALYSIS BY CATEGORIES 

Research services 
Bureau of standards Pc Bouees. Gees $200, 000 | $180, 000 | $200, 000 
Forest Products Laboratory ; sdbdinds bet 2 oon abimewail BE catia ocslinncarsicane ae 
‘otal, research services , nee ea 200, 000 200, 000 200, 000 

Other services | | 
Wepartment of Agriculture sh nsdn ek I tind tite eiiti nah Mietenees ees Sect 
Civil service Commission (security investigations) é 91,710 100, 000 50, 000 
Coast Guard ; Sheu sie od -| 50 | 50 
Department of Commerce (Patents Board) eed 4, 500 | 4, 500 | 4, 500 
ireau of Standards (computing services) ---—-_- ; 7,434 | 8, 000 8, 300 

Weather Bureau ‘ ‘ 2, 263 | saat ‘ 

Depart nent of Defense: 
\ir Force (parachute repacking) 7 3, 927 3, 140 3, 040 
Navy (machine shop and metal fabrication) neal 73, 227 | 83, 500 | 72, 600 
General Services Administration (building alterations) 7, 296 | 8, 000 | 8, 000 

Govern nent Printing Office uh sad . 2 © lesvacstwense ehaabihacs 

Depart nent of Interior: 
Bureau of Mines ; : Be 5G a cit 65 | 60 | 60 
Total, other services : bo Tie ce iat 190, 440 | 207, 250 | 146, 550 
Total, services by other Government agencies__-_-_--- 390, 440 407, 250 346, 550 





£ IRL IEE RLS TODD iy 0 8 


FEIN hi Siete Si etic: 
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’ Mr. Tuomas. What is vour Federal life insurance cost? 
7 Mr. Utmer. About $150,000 for 1957. 


Mr. Tuomas. Did you absorb the 1955 cost of this program? 
Mr. Utmer. We did. 
Mr. Tuomas. Do you have any deficiencies now or any contemp- 
lated deficiencies for 1956? 
Mr. Utmer. None. 
Mr. Tuomas. That is fine. 
Under Services by other Government agencies you have an item 


1 OPEB i 


of $72,600 for the Navy. What is that for? 

Mr. Umer. The bulk of it is for machine shop work at navy yards 
which they do for us because they have special machines for which we 
; do not have full-time use. It is cheaper for them to do it than for us 

to buy machines that would be idle part of the time. 


CONSTRUCTION AND EQUIPMENT 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 
Program by activities: 
1, Aerodynamic research : ia pid ‘ ; $6, 832, 804 $4, 370, 070 $6, 494, 5 
2. Powerplants research 939, 557 6, 203, 111 7, 822, 000 
3. Aircraft structural and operating problems research 3, 123, 079 960, 294 1, 247, 702 
Total Onusations...... si. .-...2-5. 10, 895, 440 11, 623, 475 15, 564, 235 
Financing: 
Unobligated balance brought forward j —13, 280, 727 —7, 005, 287 —7, 946, 812 
Unobligated balance carried forward a : 7, 005, 287 7, 946, 812 7, 382, 577 
Appropriation. —_- . Fo “ 4, 620, 000 12, 565, 000 15. 000. 000 


Obligations by objects 
10 Lands and structures: 





| ee bt al ne i : : _ $10, 895, 440 
SOOO So cans 5 : : 11, 623, 475 
1957... gates 3 ‘ 15, 564, 235 
Budget authorizations, expenditures and balances 
1955 actua 19 imate | 19 ate 
BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation $4, 620, 000 $12, 565, 000 $15, 000, 000 
Balance brought forward: 
Unobligated 13, 280, 727 7, 005, 287 7, 946, 812 
Obligated 8, 149, 754 14, 572, 739 18, 705, 090 
Total budget authorizations availabk 26, 050, 481 34, 143, 02¢ 41, 651, 902 
EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authoriz itions 221, 516 500, 000 500, 000 
Out of prior authorizations 4, 250, 939 6, 991, 124 9. 000, 000 
_ Total expenditures_____-_- . ‘ 4, 472, 455 7, 491, 124 9, 500, 000 
Balance carried forward: 
Unobligated _ _- 7, 005, 287 7, 946, 812 7, 382, 577 
Obligated__-_-- 18, 705, 090 24, 769, 325 
Total expenditures and balances 26, 050, 481 34, 143, 026 $1, 651, 902 


Mr. Tuomas. We will insert page 119, ‘‘Construction and equip- 
j ment,” in the record at this point. 
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(The material referred to follows:) 


EsTIMATES OF APPROPRIATIONS, NATIONAL ADVISORY COMMITTEE FOR AERO- 
NAUTICS, FiscaL YEAR 1957 


Construction and equipment 





| 
| Estimated 


Fiscal year 1957 program | Priority | Location | 





cost 
ae sieiiadinageaas aeaininti tilicitiiaitie ‘abe a Ber 
High-speed leg for the unitary plan tunmnel_..........-.---.---.-----.--- 1 cometer $6, 500, 000 q 
Data-processing system for the high-temperature structural research lab- Sa cant 414, 000 ; 
oratory. | 


3 
Disposal system for combustion waste products 4 |...do- 645, 000 
Modernization of the 7- by 10-foot high-speed tunnel__............_._-_- 5 | Langle y 947, 000 
6 
7 
8 


-| 

} 
Modifications to the propulsion systems laboratory Lewis- --| 5, 317, 000 

t 


Air-removal system for the 2- by 2-foot transonic tunnel___-_--- nage Ames. --} 437, 000 
Power supply for the structures research laboratory-.......-..--.------- semeny | 715, 000 
DSR Hd soe edn ob da eokas dds dbbe cee bece west Ames. --| 469, 000 





RESIS A ee a Jecateee FAs eadesienie ee eitiddeaiel | 15, 444, 000 














Mr. Tuomas. You have a total construction program of $56 million 
for 1953, 1954, 1955, 1956, and 1957, and your savings of $444, 000 


from prior year’s funds are being applied against the 1957 program? 
Mr. Umer. Yes. 


SUMMARY OF CONSTRUCTION AND EQUIPMENT PROGRAM 


Mr. Tuomas. We will insert page 120 in the record. 
(The material referred to follows:) 


Nitin ad 


EsTIMATES OF APPROPRIATIONS FiscaL YEAR 1957, NATIONAL Apvisory Com- 























t 
MITTEE FOR AERONAUTICS : 
Summary of construction and equipment programs 

ee ; - 
Approved | Requested { 
ieee ee aN rae . fiscal 5 
| year f 
Fiscal | Fiscal | Fiscal | Fiscal | 1957 ; 

year 1953 year 1954 year 1955 | year 1956 
| 

Construction and equipment program: ; 
Langley Laboratory_..__------ _..| $9, 595,000 | $6,922,335 | $1,220,000 | $3,325,000 | $8, 576,000 4 
Ames Laboratory._._.----- 3 om : ; 800, 700 349,000 | 1.055, 000 | 906, 000 : 
Lewis Laboratory - -------- ---------| 5,585,000 | 10 | 3,321,000 | 8,395,000 | 5, 962,000 i 
ON ii ara cao cain indole nbs arin seaeglk @b i alcadine dint eaniaieeet 90,000 |..-....-...- ; 
Current program ---- ---------| 15,180,000 | 7,723,045 4, 890,000 | 12,865,000 | 15, 444,000 { 
Revisions to authorized progr: ym: | | } 
Project deferment (applied to 1954 | | H 
program) .-_-- iad Ap Lacinennecsvilonnda nas twedusidineiee iéebubes« “ ‘ 
Project deletion ‘(applied to 1955 pro- | i a 
ROTI) « «nn ceen ec peccccecnnnnenncennes|ssenesnacnes 310, 000 | ----- ane ke shia iba asia Ee MaRS ioe ‘ 
Savings: | | j 
Applied to 1955 program.-____--_- 70,000 |.--- ithe ean se elias Hidetpandene Sed abate gta y 
Applied to 1956 program.........._|.-.-.--.---- 190, 000 | 990;000 13 5050.4.4. Feo g 

Applied to 1957 program.--_---- inperuheek I Nis scioceth ston wed en ah ieceeabal initials ; 

alte cutdtahdomancensnice a Risks holcenoe PD lebcitteucenstptadewee te EGA A ‘ 
Authorized program.....---.--.-| 16, 700,000 | 8, 689,000 | 5,000,000 | 12, 865, 000 15, 444, 000 ; 
Savings from revisions to authorized | | | . 
Aa NOL a EN cans _...|—1, 450,000 | —380,000 | —300,000| —444,000 
2 


Appropriation -_--..--- ieberdanns | “16, 700, 000 | 7, 239,000 | 4,620,000 | 12, 565,000 | 15,000, 000 
| | | 





atu 
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PROJECT JUSTIFICATION DATA 


Mr. Tuomas. We will insert pages 121 and 122 in the record. 
(The material referred to follows: ) 


EsTiMATES OF APPROPRIATIONS, FiscAL YEAR 1957, NaTioNAL Apvyisory Com- 
MITTEE FOR AERONAUTICS 


BRIEF JUSTIFICATIONS FOR CONSTRUCTION PROJECTS 


Langley Aeronautical Laboratory 


High-speed leg for the unitary plan tunnel ($6,500,000).— Aerodynamic problems 
associated with extreme heating conditions at high supersonic speeds are presently 
being attacked in relatively small intermittent-type facilities. Exploratory work 
indicates that further progress in the design and development of long-range 
guided missiles and winged hypersonic vehicles must be supported by research 
in a tunnel having the necessary size, Reynolds number, Mach number, and test- 
ing capacity. It is proposed to meet this need by construction of a twin-nozzle 
continuous-flow hypersonic tunnel with a Mach number range of 7 to 12 and 
with test sections approximately 24 inches square. Auxiliary equipment from 
the existing unitary plan tunnel will be utilized to the maximum extent feasible 

Data-processing system for the high-temperature structural research laboratory 
($414,000).—Effective operation of the high-temperature structural research 
laboratory will require a data-recording system capable of recording up to 28,000 
units of data for a single test run of less than 3 minutes, and promptiv computing 
and tabulating the data to guide the conditions for the next run. Existing com- 
puting facilities are not capable of meeting these requirements. 

Modernization of the 7- by 10-foot high-speed tunnel ($947,000).—The purpose 
of this project is to extend the tunnel’s speed range to include Mach No. 1.2 by 
the use of a slotted throat. In conjunction with the existing 4-foot supersonic 
tunnels and the 8-foot transonic tunnels, it will then be possible to obtain dynamic 
stability data on new airplane configurations throughout the entire speed range 
utilizing only 1 model, a procedure which will result in substantial savings in time 
and money. 

Power supply for the structures research laboratory ($715,000).—Research is 
being conducted in the structures research laboratory on relatively small structural 
elements to determine their behavior under a variety of heating and loading 
conditions. To continue this work, it is necessary to widen the scope of the test 
conditions, and to use as specimens wing structures of the order of 10 feet in span 
by 3 feet in chord. An addition to the electric power supply system to provide 
10,000 kilowatts at 2,300 volts is required to meet this need. 


Ames Aeronautical Laboratory 

Air-removal system for the 2- by 2-foot transonic tunnel ($437 ,000).—The effective 
use of this tunnel is currently limited by shock waves reflected from the tunnel 
walls which reduce the maximum permissible longitudinal dimension of the model 
and the reliability of the test data. The equipment for boundary-layer removal 
to be provided by this project will virtually eliminate interference from reflected 
shock waves. 

Atmosphere-entry simulator ($469,000).—This apparatus consists of a nozzle, 
test section, model catcher, air heater, and auxiliaries for use in several existing 
free-flight facilities. It is intended to duplicate on a small scale the conditions 
encountered by an intercontinental ballistic missile returning to the earth’s 
atmosphere, with particular emphasis on the aerodynamic heating effects. 


Lewis Flight Propulsion Laboratory 


Modifications to the propulsion systems laboratory ($5,317,000).—The purpose 
of this project is to provide additional exhausters and piping to permit full-scale 
research on large air-breathing engines at simulated altitudes up to 30,000 feet 
in excess of the present limit of the propulsion systems laboratory. 

Disposal system for combustion waste products ($645,000).—It has been necessary 
occasionally because of emergencies and accidents to dump waste products 
resulting from the combustion of experimental fuels into a storm sewer leading 
to Rocky River in the Cleveland Metropoliton Park area. This practice has 
been officially protested because of damage to plant and stream life and potential 
danger to humans. An increase is anticipated in the waste products resulting 
from fuels research and the installation of a suitable disposal system is therefore 
a project of high priority. 
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Mr Tomas. The more progress vou make in this highly important 
field, ‘he more frequently your equipment becomes obsolete. Is that 
a correct statement? 

Dr. Drypen. Yes. This atmosphere-entry simulator is a good 
example. It is an apparatus which will be used to study the effects 
of accodynamic heating on ballistic models under conditions simu- 
lating: those encountered by high-speed long-range missiles entering 
the earth’s atmosphere. 

Mr. Tuomas. Gentlemen, it is always nice to see you all and we 
hope (© pay you a visit sometime in the spring. 

Dr. Seypen. Any time. Thank you, Mr. Chairman. 


Monpay, Fesruary 6, 1956. 
HOUSING AND HOME FINANCE AGENCY 
WITNESSES 


ALBERT M. COLE, ADMINISTRATOR 

FRANK J. MEISTRELL, DEPUTY ADMINISTRATOR 

OAKLEY HUNTER, GENERAL COUNSEL 

M. CARTER McFARLAND, ACTING ASSISTANT ADMINISTRATOR 
(PLANS AND PROGRAMS) 

DAVID M. WALKER, REGIONAL ADMINISTRATOR, REGION II 

JOHN M. FRANTZ, AGENCY BUDGET OFFICER 

JAMES W. FOLLIN, URBAN RENEWAL COMMISSIONER 

RICHARD L. STEINER, DEPUTY URBAN RENEWAL COMMISSIONER 

ARTHUR W. VINER, EXECUTIVE SECRETARY, NATIONAL VOLUN- 
TARY HOME MORTGAGE CREDIT COMMITTEE 

JOHN C. HAZELTINE, COMMUNITY FACILITIES COMMISSIONER 

PERE F. SEWARD, DEPUTY COMMUNITY FACILITIES COMMIS- 
SIONER 


Mr. Tuomas. The committee will please come to order. 

We have with us this afternoon the Housing and Home Finance 
Agency and we are delighted to have with us our former colleague and 
very able Administrator, Mr. Cole. It is nice to have with us also 
members of his very capable staff. We have Mr. Meistrell, the 
Deputy Administrator; Mr. Oakley Hunter, the General Counsel; 
Mr. McFarland, Acting Assistant Administrator for Plans and Pro- 
grams; Mr. David M. Walker, the regional administrator of region IT, 
whom we are delighted to have with us; Mr. John M. Frantz, the 
Agency Budget Officer; Mr. James W. Follin, Urban Renewal Commis- 
sioner; Mr. Richard L. Steiner, Deputy Urban Renewal Commissioner; 
Mr. Arthur W. Viner, executive secretary of the National Voluntary 
Home Mortgage Credit Program; Mr. John C. Hazeltine, Community 
Facilities Commissioner; and our very distinguished and affable friend, 
Mr. Pere F. Seward, Deputy Community Facilities Commissioner. 

Mr. Administrator, if you or any of your staff have any statements, 
we will be delighted to hear from you as long as you care to talk. 
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GENERAL STATEMENT 


Mr. Coxe. Thank you, Mr. Chairman. I have a statement which 
I plan to read. 

Once again it is my privilege to present the budget of the Housing 
and Home Finance Agency to this distinguished committee, and my 
problem to try to give you the highlights of that budget and the think- 
ing behind it without continuing at such length as to be a burden 
on your time. 

GENERAL OUTLOOK FOR HOUSING 


First, let me speak briefly about the general housing outlook. 
When I came before you about a year ago, | ventured the judgment 
not the prophecy—that new housing starts would be about 1,300,000 
or a litthe more in 1955. The final count now stands at about 
1,330,000, so that if the judgment had been prophecy it would have 
been pretty successful as such things go. At that time, many people 
thought and said that I was unduly optimistic. 

What of 1956? As in other areas of economics, you can hear just 
about anything you can imagine about the housing economy if you 
listen to enough opinions: that starts will go up; that they will go 
down; that they will stay about the same. I have heard a number of 
people recently predict a sharp dropoff in 1956—to a level of a million 
or even less. 

I do not agree with this pessimistic diagnosis. I know the factors 
in the picture which lead some people to this conclusion—the present 
tightness of mortgage money, doubts about long-term demand, some 
increase in unsold inventories of completed houses, and so on. But 
I think these factors, real though they may be in today’s situation, 
are outweighed by others if we look a little farther ahead. 

I say to this committee that tremendous forces of growth are build- 
ing up in the housing economy of this Nation. The people’s standards 
as to what they in their own minds deem to be adequate housing are 
going up. Big cities, medium-sized cities, and even small cities and 
towns, are waking up day by day to the immensity of the job of clear- 
ance and rebuilding, of restoration and repair—in a word, of renewal 
which they must tackle and accomplish if they are to stave off eco- 
nomic decay and fiscal collapse. The home-building industry is 
organized and productive as never before. The need is there, and 
as American private enterprise has so often done before, where the 
need exists it will find the ways to make the market real. 

We do less than justice to our economy and our way of life if we base 
our prognostications on the old ways, the old habits, extended in 
terms only of today’s market indexes. In my judgment, we are 
launched on a decade or more of housing activity which will dwarf the 
last one in terms of renewal and healthy growth of our cities and 
neighborhoods—in terms of progress toward our national goal of 
decent homes and a wholesome living environment for all our people. 

With these thoughts in mind, I again venture, not a prophecy but 
a considered judgment: I think that we shall see about the 1955 level 
of new starts—about 1,300,000 or a little better—both in calendar 
1956 and in fiscal year 1957. I think the need is there. I think the 
demand will be there. I know the builders are there—willing and 
determined. I think the mortgage money will be there. 
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SUMMARY OF AGENCY BUDGET PROPOSALS 


Turning now to some of the specifics of the Agency’s budget for 
1957—I think, Mr. Chairman, that it should be ovabiaield in the light 
of two major assumptions that underlie the figures: First, that there will 
be a contimued high level of activity in housing construction and in the 
repair, improvement, and exchange of existing housing; second, the 
assumption that the new and expanded programs enacted by the 
Congress in the Housing Act of 1954 and the amendments of 1955 are 
going to work: That they will progressively expand as local communities 
and private enterprise come to understand the opportunities they offer 
and come to know how to use them. 


FEDERAL HOUSING ADMINISTRATION 


These assumptions are reflected specifically, for example, in the 
estimates submitted for the Federal Housing Administration. The 
budget program assumes a continuance of the high volume of activity 
of FHA in the financing of new small-homes construction and in 
sales of existing homes. In addition, they provide for active FHA 
support of private financing in the urban renewal program, which by 
next year will reach the stage where new housing is needed in volume 
in redeveloped and improved project areas, or in areas to be up- 
graded with FHA aids. Finally, they reflect substantial activity in 
two new areas in which Congress took action in the 1955 amendments: 
The liberalized and revised program of insurance for housing for rental 
or for individual ownership through the cooperative approach, and 
the new title providing for assistance to housing at military installa- 
tions. All of these factors add up to a greater workload than even 
this peak year for FHA, and lead to a projected increase of a little 
more than $2 million—from 35 to 37.3 million dollars—in the estimate 
for nonadministrative expenses next year 

In the administrative category, we are again requesting an increased 
authorization for FHA to strengthen administration and basic con- 
trols over this great and growing insurance operation, with its con- 
stantly increasing contingent liability. Commissioner Mason will 
pinpoint for you the areas of main concern, bearing on underwriting 
standards, the capacity to supervise mortgagee corporations, and so 
on. In addition to these urgently needed amounts, we have included 
for the first time in several years a request for authority to undertake 
a limited program of technical testing to help make FHA’s under- 
writing process more effective, more realistic, and more up to date. 
The concept of this program has been worked out rather carefully in 
cooperation with other interested Government agencies and with 
private industry, and we are confident that its results will be worth 
far more than its modest cost to the Government alone, to say nothing 
of their value to the housing industry and the public. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The same basic assumptions set the framework for the budget 
program of the Federal National Mortgage Association. The 1957 
estimates provide for a substantial degree of FNMA support under the 
special assistance authorization to the programs under FHA sections 
220 and 221, as well as 213 and military housing. Special assistance 
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will also be required in Alaska and Guam, and in connection with 
disaster situations. 

The budget assumes that FN MA’s secondary market operation will 
continue to play a significant role in the market as it is currently 
doing. The recent annual rate of purchases in the secondary 
market has nearly reached the $300 million level assumed in the budget 
for 1957. By next year, too, we should begin to see sales in some 
volume out of the secondary market portfolio. This activity, it 
should be pointed out, also implies good progress in building up the 
volume of capital stock in private hands, looking toward the ultimate 
goal in the charter act of transferring this part of the FNMA operation 
to private ownership. 

FNMA CAPITAL STOCK 


Mr. Tuomas. If I may interrupt you there. Some people point 
out you are fixing to run into some trouble. That is 2-percent stock? 

Mr. Cote. It is 3 percent now. 

Mr. THomas. These people are going all over the country buying 
what they can put their hands on, ‘and the ‘vy are buying it at 60 cents 
on the dollar. Hundreds of circular letters are going out every day 
offering to buy it. 

Mr. Corr. I would like to comment on that, if I may. We are 
concerned about the fact—and it is a fact—that this stock has been 
selling at less than par. The reason it has been selling at less than 
par is because it is a new operation and not understood. Recently 
KNMA took a step which I think will materially increase the value of 
the stock and make it more flexible, either for the owner to retain it 
or for him to sell it at a reasonable price. One step has been the 
announcement of a dividend. This will put a real solid value on the 
market for the stock. As the corporation is being used, Mr. Chair- 
man—as it grows and as the stock is sold to users of the corporation, 
it is our judgment that the stock will not be held by such a small 
group as to be dangerous. If, however, that does appear to be the 
situation, we will come before Congress—— 

Mr. Tuomas. You can see the trend is here right now. 

Mr. Couz. The trend is here but the danger is not here, because 
before these people will be able to do anything, to have any voice in 
the corporation, there will be sufficient stock widely enough spread 
throughout the country so that there will be no such danger. 

Mr. Tuomas. What benefit does the little fellow with just a little 
capital and just starting in business get from this secondary market. 

Mr. Coe. It helps him in this way: FNMA has been set up as a 
secondary market facility, not a primary market facility. The 
Congress said, in setting up the facility, that it should not compete 
in the 7 market—that it should not compete with insurance 
companies, savings banks, and_ other lenders providing money out 
of the savings of “the people. The purpose is this: When a working- 
man puts his savings in a savings and loan institution he expects to 
receive some interest; when he “puts his savings in a life insurance 
policy, he expects to receive some benefit and interest out of it. We 
in the Government do not believe that FNMA should compete directly 
with insurance companies, savings and loan institutions, and savings 
banks. Therefore we make it a secondary market, and make it more 
expensive to use FNMA than an insurance company. 
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Mr. Puiturres. What is the smallest amount of stock you have sold 
and what is the largest amount? 

Mr. Coie. You mean to individuals? 

Mr. Puiuurps. Yes. 

Mr. Coxe. Very small, Mr. Phillips. I do not have the figure in 
front of me. 

Mr. Puiutures. What do you mean by small? What is the smallest 
individual sale? 

Mr. Coie. Let me make a guess, and if I am wrong I can correct 
the record. Some stockholders hold 4 or 5 shares and the largest 
stockholder holds six or seven hundred shares. These are guesses. 

(The following information was subsequently submitted :) 

According to the association’s list of stockholders as of January 31, 1956, there 
were several individual stockholders holding only one share of the capital stock. 
The largest stockholder held less than 5 percent of shares then outstanding. 

Mr. Tuomas. Of course we realize that from its inception FNMA 
has: been set up as a secondary market. However, before you can 
participate you have to deplete your capital by 3 percent to get into 
the union. 

Mr. Corr. Whether it is good or not—and I think it is good—it is 
the intent of the act that FNMA’s secondary market facilities shall 
one day be turned over to the investors in it. The only way we have 
been able to determine who the investors shall be is to ask those in 
FNMA to buy the stock. 

Mr. Tuomas. Of course that is sort of a basic proposition. If you 
set it up to help the people, why make them put up all this to start 
with? There is more glitter and glamour than substance. If they 
are going to eventually own it, let them use their own money now. 

Mr. Corr. They are using their own money to purchase this stock. 
They cannot possibly lose anything out of it. 

Mr. Tuomas. The investor is not getting any dividend from that 3 
percent stock, is he? 

Mr. Coxe. Yes; he is. 

Mr. THomas. When did that start? 

Mr. Cote. Last month. They will get a dividend on it and it is 
absolutely good, completely worth every dollar they have invested 
init. Again, assuming that we agree that there should be a secondary 
market facility and not a diswer market facility competing for the 
savings of the people, then some kind of a charge, or an expense to use 
the facility must be made, in my judgment. 


PURPOSE OF SECONDARY MARKET 


Mr. Tuomas. What is the use of setting it up at all? It recognizes 
what? 

Mr. Cote. It recognizes that there are times when the mortgage 
market is tight. That occurred last year—the mortgage market became 
tight. 

Mr. Tuomas. I believe what vou say that it should not be in 
direct competition. 

Mr. Cour. The increase in the purchase of mortgages by FNMA 
has occurred very gradually, but it has had a very definite effect. It 
provides a degree of fle xibility and liquidity in the mortgage market. 
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Mr. Tuomas. The way you are operating it now, you say the price 
will be the price in the local community? 

Mr. Cour. That is right. 

Mr. Tuomas. That is a little rough; is it not? 

Mr. Coz. I do not know that it is. You buy everything else that 
way in this day of private enterprise. You buy your chair and auto- 
mobile and everything that way. 

Mr. Tuomas. But you do not buy money that way. You go to the 
market centers and they farm it out. Here is a hard-time area and 
they are getting 5 or 6 percent money. New York is a big money 
market and the same American dollar is 3 percent. 

Mr. Couz. And the fellow in Detroit can buy a car cheaper than I 
can in Kansas. 

Mr. Tuomas. That is because of the difference in freight rate. 

Mr. Coie. Yes, but it is a difference. 

Mr. Tuomas. The cost of the car is the same. 

Mr. Cote. What I pay for it is more than what the fellow in 
Detroit pays, and what you pay for it is more. 

Mr. THomas. That is true. 

Mr. Coxe. This is a basic factor of capitalism. When you have a 
competitive system some people will pay more and some will pay ae 
If the Government wants to do away with that basic philosophy i 
can. I do not think it should. 

Mr. Tuomas. It does not do the hard-pressed community any 
good. 

Mr. Cour. Yes, it does. 

Mr. Tuomas. How? 

Mr. Coie. They may not be able to get any mortgage money at 
all. This provides there will be mortgage money available at all 
times. 

Mr. Tuomas. Through the nose. 

Mr. Cote. I am sorry, I do not think it is through the nose. I do 
not think it is an unfair price. I think it is a reasonable price. All 
[ am saying to you is that we are on the horns of a dilemma. Do we 
make Government loans or put it in private enterprise? 

Mr. THomas. A man may have his home office in New York where 
he gets money at 3 percent. He goes to the hard-pressed community 
and what mone y is there is 6 percent-money. 

Mr. Cote. The money is there. If 1 were living in New York City 
it would cost more to build my house than in the hard-pressed area. 

Mr. THomas. That has nothing to do with the interest rate. 

Mr. Coue. Yes, it does. In New York City where the money has 
been put into these large institutions it is easier to get it because it is 
nearby, the servicing charge is not so much and there are a lot of 
reasons why it is cheaper there than in some other areas. But | 
think the fact that I live in Kansas has a definite value in contrast 
to people living in New York City. It costs less to live in Kansas 
than in Washington or New York City. 

Mr. Puruurps. Have we not always had a difference in interest 
rates? I know when I went to California, local interest rates were 
8 percent on loans. Now it is 4% percent here. 

Mr. Tuomas. There is a variation in communities, there is no 
question about that. 
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Mr. Cour. I am not as conservative nor as liberal as you think I 
am, sir. I am not as conservative as to say that the Government 
has no interest in what the people pay for their money, because I 
believe in FNMA. Otherwise we would not have FNMA. I am 
not as liberal as you think I am—to say that the Government must 
lend money directly to me, for example, by taking tax money away 
from you to lend it to me. Those are the horns of the dilemma. 

Mr. Puiuurps. Am | wrong in thinking if this program were carried 
on successfully there would be a quiet liquidation of FNMA? 

Mr. Coie. No. The law provides that at such time as the agency 
believes that it is proper to transfer the secondary market facilities 
of FNMA to the stockholders, the agency will at that time present 
a plan to Congress and Congress will determine how it can be done, 
after repaying the Treasury investment in it. 

Mr. THomas. What was the philosophy behind the change? 

Mr. Coz. One was to make sure there was a secondary mortgage 
money facility. More important was to get the Government out of 
this type of operation and put it in private hands eventually. That 
is the theory behind it. 

Mr. Tuomas. There was no belief that the Government was going 
into the primary market? It is still a secondary market? 

Mr. Coun. Yes, it is still a secondary market. 

Mr. Tuomas. Excuse me for interrupting. Go ahead. 

Mr. Cougs. Finally, we project in the budget some $150 million in 
sales from the liquidating portfolio—a level which we feel is reasonably 
attainable without undue disturbance of the mortgage market. 


PUBLIC HOUSING ADMINISTRATION 


I feel sure the committee understands that the estimates submitted 
for the Public Housing Administration do not reflect the President’s 
recommendation that the authorizing legislation for the low-rent 
public-housing program be extended for 2 more years at a level of 
35,000 additional units per year. The budget is based on the law as 
it stands now. If the additional authorization is approved, the 
necessary administrative funds will have to be requested later in a 
supplemental estimate. 

As you know, 45,000 new public housing units are authorized for 
the current year, and the PHA administrative expense estimates 
reflect the fact that nec ‘essarily only preliminary work and planning 
leading up to the annual contributions contract can be accomplished 
this year, leaving much of the final detailed planning and virtually 
all of the construction job for 1957. This expanding development 
workload, together with an increase in the management job as new 
projects and units are completed for occupancy, leads to an increase 
from $9.7 million this year to $10.7 million in 1957 for the adminis- 
trative expenses of this program. 


OFFICE OF THE ADMINISTRATOR 


I come next to the estimates submitted for the Office of the Ad- 
ministrator, the Community Facilities Administration and the Urban 
Renewal Administration, which your committee is scheduled to con- 
sider first. 
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As you know, the appropriation “Salaries and expenses’’ provides 
administrative funds for 6 major activities: general supervision of 
the Agency by the Administrator; provision of consolidated investi- 
gative and compliance facilities for the entire Agency; coordination on 
an Agencywide basis of the urban renewal program, including the 
discharge of those functions which the Administrator is not permitted 
under law to delegate; provision of staff and other supporting services 
to the operations of the National Voluntary Home Mortgage Credit 
Extension Committee and its 16 regional committees; conduct of the 
program of advances for public-works planning; and the extension of 
financial assistance for urban renewal, slum clearance, and urban 
planning. 

Several of these activities stay about as they are or clecrease slightly 
in the budget year. General Agency supervision is expected to cost 
a little more than this year and a little less than in the fiscal year 1955. 
The cost of investigations and compliance work is e xpecte “l to - cline 
somewhat, although not very much next year. The expenses of 
coordinating the urban renewal program will increase slightly because 
of the anticipated increase in the number of local programs and the 
size of the task of keeping them moving on a coordinated basis. 

A small increase is budgeted in connection with the voluntary 
home mortgage credit program, in recognition of the fact that the 
workload trend continues up and that the existing staff has been 
heavily pushed to keep current with the present volume. 

The estimated administrative cost of the program of public ns 
planning advances represents a sharp increase over the current yes 
although the amount—$500,000—is still fairly small as mi de al 
programs go. For this year, $10 million for advances is authorized 
in the new statute; next year the authorization increases to $22 
million, although we have not at this time anticipated appropriation 
of the full amount. In subsequent years, further increases are au- 
thorized until the revolving fund reaches a level of $48 million in 
outstanding advances. Since this activity on its present basis is 
very new, expenses this year will be only a fraction of the estimate 
for next year. For 1957, we have submitted a budget which will 
permit staffing to handle a program which the Congress has indicated 
should grow steadily for the next 3 years. 

The largest item covered in this appropriation, of course, is that 
for administrative expenses of the three urban renewal programs. 
In total, they are expected to increase from a little over $3 million in 
the current year to about $3.7 million next year. I will leave it to 
the Urban Renewal Commissioner to tell you in detail of the rapidly 
growing workload in these three programs, and of the pressure on our 
field offices for more technical advice and assistance and prompter 
processing—all of which, in the last analysis, depend on our being 
able to recruit and retain an adequate staff. 

For all these purposes, our estimates call for an increase in available 
funds of about $1 million next year—from $5.4 million in 1956 to 
$6.45 million in 1957. We believe this is the minimum that ought 
to be provided if these programs are not to stumble and falter from 
lack of adequate staff to cope with the current work. 

The revised college housing program under the college housing 
amendments of 1955 has presented the Agency with many serious and 
puzzling problems. Since the provisions of the new act took effect, we 
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have had almost as many applications as in the 4 previous years com- 
bined. We did not recommend some of these new provisions of the 
act—on the contrary, we advised against the lengthening of the loan 
term and the fixing of an interest rate which, as we saw it, was un- 
necessarily low and might well put the Federal Government in the 
unwanted position of a monopoly lender in this field, just at the time 
when we were having some substantial success in assisting to develop 
a private market for this class of bonds. However, the Congress 
acted and now we are faced with a workload ballooning at a rate which, 
frankly, is bound to strain our capacity to recruit and train an adequate 
staff. As we see it, the administrative expenses of this program this 
vear will be almost double what they were in 1955, and up another 50 
percent in 1957—-yet even these increases are far short of being pro- 
portioned to the volume of work. I want to say frankly that even if 
the Congress approves our budget request in full, and even with our 
best efforts to recruit staff and to cut corners and avoid unnecessary 
paperwork, there will still be backlogs because the work is coming in 
faster than we can handle it. I hope that the colleges and the indi- 
vidual Members of the Congress will be patient with us when that time 
comes. 

Another new program which is expanding rapidly is that providing 
for public facility loans, mainly to the smaller towns and cities. 
Again, the Administration did not sponsor the expansion of this 
program to an authorization of $100 million—indeed, we advised 
against it, not being convinced that there were not other ways of 
meeting the need. It is too early for us to be sure what the volume 
of this activity will prove to be. However, our budget is based on 
the assumption that the assistance provided in the act will be used. 
Our experience so far this year tends to confirm the assumption. If 
we had appeared before you even 60 days ago, we would have had 
little activity to report beyond preliminary expressions of interest. 
Today, we have approved loans involving almost half a million dollars 
in project cost and we have applications in hand equal to our estimates 
for this fiscal vear. We know of many more in the immediate offing. 
From all we know, the volume of activity projected in the 1957 budget 
appears to be re alistic. Hence, the rather drastic increase from this 
year’s administrative estimate—which is really an estimate for getting 
started on a part-year basis—to the estimate of $475,000 in 1957. 

[ will not take much time with the estimate for our several liquidat- 
ing programs. ‘The administrative cost is expected to decline again 
next year, and the remaining assets of these programs are being 
disposed of as fast as legal and practical obstacles will permit. 

Now, Mr. Chairman, we shall be glad to try to answer any questions 
the committee may have for us. 

Mr. Tuomas. That is a very nice statement. 

Mr. Puruures. You mentioned the increased standard of living as 
one of the factors which will keep up the rate of building. Did 
you ever make any estimate of the small improvements? Is there any 
way to ee that factor? 

Mr. Cour. Yés. 

Mr. Ses Also, all these do-it-yourself people who are trying 
to fix up the houses; do you count them? 

Mr. Coir. We count that in addition to the housing starts. It 
will be about 3 percent higher than it has been. 

Mr. Tuomas. Do any of you other gentelmen have a statement? 
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GENERAL STATEMENT ON URPAN RENEWAL ADMINISTRATION 


Mr. Fouurn. I have a statement on the urban renewal program 
which I would like to file and then make an oral statement to the 
committee. 


Mr. Tuomas. All right. 
(The statement referred to follows:) 


STATEMENT OF THE URBAN RENEWAL COMMISSIONER BEFORE THE INDEPENDENT 
OrFrices SUBCOMMITTEE, House APPROPRIATIONS COMMITTEE 


Mr. Chairman, I am grateful for the opportunity to discuss the budget estimates 
for the Urban Renewal Administration for fiscal 1957. Our estimates are set forth 
in detail as part of the overall budget request of the Administrator. I would like 
to comment briefly in this statement on significant aspects of those estimates. 

The Urban Renewal Administration is concerned with the administration 
of three programs. First, the urban renewal program, originally authorized in 
title | of the Housing Act of 1949 as the slum clearance and urban redevelopment 
program and broadened in the Housing Act of 1954 to encompass slum prevention 
through rehabilitation. Second, the program of demonstration grants to assist 
in the development and dissemination of urban renewal techniques, authorized by 
section 314 of the Housing Act of 1954. Third, the program of matching grants for 
urban planning assistance authorized by section 701 of the Housing Act of 1954 

The central office of the Urban Renewal Administration is responsible for 
overall direction, including the development and administration of policies, 
standards, and procedures, for the urban renewal program. Day-to-day contacts 
with municipalities to render technical and professional assistance on local 
workable programs and urban renewal projects, and review and processing of 
applications for financial assistance, are conducted by urban renewal personnel 
in the agency’s regional offices. 

The assistance furnished to communities, at their request, by regional urban 
renewal personnel represents one phase of the urban renewal service authorized 
by the Housing Act of 1954. Another phase is represented by the guidance and 
advice on urban renewal techniques in pamphlets and bulletins prepared by the 
Urban Renewal Administration. 

Planning advances and loans for urban renewal projects are provided from a 
revolving loan fund authorized in the Housing Act of 1949 in the aggregate of $1 
billion. Some $197 million in contracts for such assistance have been executed 
as of December 31, and additional contracts amounting to $238 million are 
expected by the close of the budget year. 

The principal Federal assistance to urban renewal projects takes the form of 
capital grants. Such grants are authorized to meet up to two-thirds of net project 
costs, the balance being contributed by the community. Contracts for capital 
grants were originally authorized in the Housing Act of 1954 in an aggregate 
amount of $500 million. The Housing Amendments of 1955 increased the 
authorization by $200 million at the beginning of the current year, and by another 
$200 million at the beginning of the budget year. Contracts executed plus reser- 
vations for projects working toward the contract stage amounted to $572 million 
on December 31, 1955. Our expectation is that virtually all of the $900 million 
available will be similarly committed by the close of the budget year. 

As of December 31, capital grants had been disbursed to 42 panjonte in 25 
cities in the amount of $58.8 million; the total is expected to increase to $166 
million for 168 projects in 118 cities by the close of the budget year. An additional 
appropriation of $50 million is necessary in the budget year to accomplish these 
payments to localities. 

Some 340 local projects were underway in 218 communities at the end of 
December 1955, including 43 projects which received initial approval between 
July and December. Our estimates anticipated that 88 additional projects 
would be approved by the close of the budget year. With 48 new applications 
pending in our offices on January 1, it is possible that our estimate did not ade- 
quately express the interest being shown by cities to launch urban renewal 
undertakings permitted by the revised law. At the same time, we are pressing 
communities to complete planning projects inaugurated under the old law. 

The two other programs administered by the Urban Renewal Administration 
are relatively new, having been authorized under the Housing Act of 1954. 
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The demonstration grant program authorizes Federal grants for up to two- 
thirds of the cost of projects aimed at developing and reporting upon improved 
techniques for preventing and eliminating slums and urban blight. This pro- 
gram has great potentialities for contributing tested techniques useful to com- 
munities throughout the country, but it involves considerable workload to select 
and develop the most useful projects. The program is administered cen- 
trally by a small unit in the Urban Renewal central office. The authorization 
for Federal grants for demonstration projects amounts to $5 million of the overall 
title I capital grant contract authorization. It is estimated that $1.1 million 
will have been disbursed by the end of the budget year. 

The third program administered by the Urban Renewal Administration pro- 
vides for matching grants to State agencies for planning assistance to small cities 
and to State, metropolitan, or regional agencies performing planning work for 
metropolitan and regional areas. The amount of $5 million was authorized for 
Federal planning grants in section 701 of which $3 million has been appropriated 
through the current year. Our estimates assume the appropriation of the $2 
million balance of the present authorization, and a supplemental request for an 
additional $1 million if legislation is approved to increase this authorization. 

The value to American communities of the urban planning assistance program 
is reflected in the increasing number of small cities turning to State planning 
agencies for aid in preparing for urban renewal programs. The experience in 
connection with planning for rehabilitation or reconstruction of storm-stricken 
communities in New England and California is particularly illustrative of the 
worthwhile nature of the program. Although agencies in some States cannot 
yet participate in the program because of inadequate State legislation, we believe 
that many of these limitations will be overcome in the State legislative sessions 
next year. 

As I have attempted to sketch briefly, a very substantial expansion of activity 
in the three programs administered by the Urban Renewal Administration is 
expected in the budget year. The estimated amount required for administra- 
tive expense involved in the expanded workload for 1957 is $3,700,000 or $600,000 
more than the amount available for 1956. The bulk of the increase is for the 
purpose of expanding the urban renewal staffs in the regional offices in order to 
keep up with the expanding requests for assistance. 


BASIS OF INCREASED ESTIMATE 


Mr. Fouuin. The increase in the budget for the urban renewal 
program is primarily for the purpose of increasing the field staff. 

Compared with 1955, which is the last full year of operation, the 
1956 budget we are now operating on, plus the 1957 estimates which 
you have in front of you, will increase positions in the urban renewal 
program by about 200, 50 of which are in Washington and 150 in 
the field. 

The increases this year and next year are mainly to fill out the 
deficiencies in the field staffs and make them numerically sufficient for 
the demand. 


INCREASED NUMBER OF APPLICATIONS FOR URBAN RENEWAL PLANNING 
GRANTS 


The increased field staff is needed because of the requests coming 
from towns and cities for urban renewal advice and actual applica- 
tions for urban renewal projects. There has been a surge in this 
work in the last 7 months. I mention this because I recall in the 
meeting a year ago you asked how the applications were coming in 
under the new program—Congress just having acted in 1954 to expand 
the program. At that time we could not tell you very much about 
the local interest, but starting the middle of last year, starting about 
last July, there has been a very definite surge of interest to the extent 
that 85 percent of the estimated new projects for the fiscal year had 
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occurred by December 31. By December 31 we had ‘approved 
almost as many loans for planning as had been anticipated for the 
whole year. 

Mr. Tuomas. Let me interrupt you a minute. Are those loans or 
advances with a 50-percent grant, or is it an outright loan? 

Mr. Fouury. These are applications for advances for planning 
urban renewal projects. In the end we pay two-thirds through the 
capital grant. The split is two-thirds Federal and one-third local. 

Mr. Tuomas. That is where your biggest volume of work is 
because it is all for free? 

Mr. Fouurn. This advance is what starts the process in most 
communities. Without the advance for planning not many com- 
munities would ever get off the ground. 

To sum up the matter of present interest in urban renewal, it 
looks to me as if we shall probably receive during the present budget 
year about three times as many applications from localities for urban 
renewal programs as we had expected in this budget vear. We are 
verv certain to have a backlog when this vear is over. I do not see 
how our present staff can possibly process them all. It means we are 
going into 1957 with a backlog of cases to handle and if this surge 
continues—and I[ will not attempt to be a prophet like Mr. Cole 
is-—--- 

Mr. Tuomas. He was pretty good last year but I am afraid he will 
miss it this vear. 

Mr. Foun. If it continues, there is no way I see that we can get 
by without the increase which the budget provides for. If it should 
not continue, I can use these people to reduce planning expense in 
equal amount to what the increase is in the budget. We have been 
undermanned in this program, I think, from the very beginning. | 
have studied it pretty carefully over the 24% years I have been in it, 
and I am pretty sure if we had more people in the field it would not 
take so long to plan, and therefore communities would use a lesser 
amount of planning money in total. Somewhat over $4 million will 
be expended for planning this year by local public agencies around 
the country. 

Mr. THomas. How many big projects do you have rolling? 

Mr. Foun. Over 300. 

Mr. Tuomas. Where are your big ones? New York? 

Mr. Fotuin. New York and Chicago. 


NUMBER OF PROJECTS IN NEW YORK CITY 


Mr. Tuomas. How many in New York? 

Mr. Fouuin. Something like 16. 

Mr. Tuomas. Where are they? 

Mr. Foun. I will put a list of them in the record if you would 
like to have them, or I can give them to you now. 

In New York City we have 16 projects that are either under con- 
tract or in planning. 

Mr. Tuomas. Let us talk about where the dirt is flying. I think 
I saw 3 or 4 of the projects. 

Mr. Fouuin. There are 10 under contract. 
: Mr. THomas. Where the walls are coming down and the dirt is 
flying? 
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Mr. Foun. Yes. 

Mr. Tuomas. Where? 

Mr. Fouurn. Columbus Circle; Corlears Hook; Harlem; Morning- 
side; North Harlem; Fort Greene in Brooklyn; New York University- 
Belle »vue; Pratt Institute; Washington Square; and West Park. 

Mr. Tuomas. Ten under contract? 

Mr. Foun. Yes. 

Mr. Puiiirps. What was the second one you mentioned? 

Mr. Fou.in. Corlears Hook. Corlears Hook is being developed 
for housing by the needle trades. 

Mr. Tuomas. Including the advance planning money and the two- 
thirds grant, how much are you spending in New York on those 
projects? 

Mr. Fouuin. The 10 projects that are under contract have a total 
commitment of about $50 million. 

Mr. Tuomas. We pick up the check for two-thirds of that amount? 

Mr. Fouurn. That is our two-thirds share. This is Federal grant. 
The projects in planning will run $27 million. $77 million are the 
total commitments in contract and those in planning. 

Mr. THomas. How much is the limitaion per State, 10 percent? 

Mr. Fouurn. Ten percent, yes, sir. There is $70 million free money 
which we are allowed to allocate to States that run over their 10 percent. 


OTHER ACTIVE STATES IN URBAN RENEWAL PROJECTS 


Mr. Tuomas. What other States are very active? 

Mr. Fouurn. New York, Pennsylvania, New Jersey, Illinois, Ohio, 
Massachusetts, C alifornia, Alabama, Tennessee, and Missouri. 

Mr. Tuomas. Can you read into the record the States that are very 
active? New York is first with a total of about $77 million of which 
$50 million will be for the Federal Government to pay? 

Mr. Foun. New York is first. Illinois is second. Pennsylvania 
is third on total commitments. 

Mr. Tomas. How much will be the Government’s cost in 
Pennsylvania? 

Mr. Foun. Reservations so far run up around $50 million in 
Pennsylvania. 

Mr. Tuomas. What is the next State and the amount, approxi- 
mately? Do you have a table? 

Mr. Foutin. Illinois with $60 million. 

Mr. Vursetu. Where in Llinois? 

Mr. Foun. Chicago, mostly. 

Mr. Vursety. What part of Chicago? 

Mr. Foun. The south side, mostly. Lake Meadows was the 
first project, which was already being formulated when the Housing 
Act of 1949 was passed. 

Mr. Tuomas. What is the next one? 

Mr. Fouurn. New Jersey, $20 million; Tennessee, about $18 million. 

Mr. Tuomas. Whereabouts in Tennessee? 

Mr. Four. Nashville and Knoxville are the two big ones; also 
Murfreesboro, Clarksville, Johnson City, and Union City. 

Mr. THomas. What is the next State? 

Mr. Foun. Puerto Rico is a big one with about $7 million under 
contract and $8 million reserved. 
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Mr. Tuomas. Did I not read some place that the vast majority of 
your business was in small and medium-sized towns? 
~ Mr. Foun. In Puerto Rico it is scattered all over the island. 

Mr. Tuomas. Did I not read that statement? I thought it was 
under your urban redevelopment program. 

Mr. Cote. I think the upsurge id new businesss is coming from the 
small towns. 

Mr. Tuomas. The large cities got theirs first? 

Mr. Fouurn. The large cities got started sooner. 


BASIS FOR INELIGIBILITY OF STATES TO PARTICIPATE IN PROGRAM 


Mr. Tuomas. What States are not eligible to get any of this 
money? 

Mr. Foun. Fourteen States are not eligible for this money. 

If somebody will give me a list of the States, | can give that to 
you. 

Mr. Puiturres. What is the basis of this noneligibility? 

Mr. Foun. They are ineligible if they have not passed an enabling 
act in the State legislative which authorizes the cities te undertake 
urban renewal and to accept Federal assistance; unless it is a State 
that has home rule for the cities in the State, and then you would not 
need an enabling act. The one State which is most outstanding in 
home rule is Ohio and it, of course, is very active in this program. 

Mr. Tuomas. It is based more on what the States pass in the State 
legislatures in the way of health programs and standards, is it not? 

Mr. Fouurn. I do not know what you mean by that, Mr. Chairman. 

Mr. Tuomas. Their programs and regulations. That is the basis 
on which you deny the States’ participation, if it does not really have 
a health program or the proper standards. 

Mr. Fouurn. No, sir, basically the question is a local question as to 
whether the locality has express authority to carry out an activity of 
this kind. 

[ think probably our general counsel would like to comment on that. 

Mr. Hunter. That comes up later when the eligibility is deter- 
mined on the basis of a workable program—— 

Mr. Tuomas. But that is your big money program. 

Mr. Hunter. And also the authority to participate in the program 
and the authority to borrow from the Federal Government. 

Mr. Tuomas. It depends upon whether or not their health regula 
tions meet your standards. 

Mr. Cour. No, sir, I do not think so, if I may interrupt, Mr. 
Thomas. The first thing you ask is what the States do to accomplish 
that objective. They must pass enabling legislation which gives them 
the authority to take Federal grants. Even the States which have 
passed such legislation have found in some cases that that legislation 
did not meet the State requirements. In other words, some of the 
State supreme courts have declared their own legislation unconstitu- 
tional. 

The second point to which you are directing attention is the so- 
called workable program, where, in order to become eligible, a com- 
munity must have a so-called workable program. This is not a 
requirement in which we place our judgment over and above the city. 
We merely say that the city shall have a plan for eliminating slums 
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and blight, including housing and other codes, financial responsibility, 
and community interest in or support for the program, and things of 
that sort. 

Mr. Tuomas. You have not put your finger on the word yet. It 
is a matter of zoning and health standards, is it not? My State does 
not have it, and I do not think it will for a great many years to come. 
They want to let this real-estate market settle itself and so forth. 
It is still growing and they are not ready for it. 

Mr. Coxe. That is the prerogative of your State and your city, Mr. 
Chairman. There is no way whatsoever for the Federal Government 
to tell them what to do. It is our judgment that some of these pro- 
grams can continue in rehabilitation and renewal in your State. 

Mr. THomas. You mean they can without changing the law? 

Mr. Co ts. I think in the case of some of the voluntary programs, 
yes, sir. 

Mr. THomas. Which ones? 

Mr. Cour. However, they cannot get urban renewal funds. 

Mr. Tuomas. Well, is not that the big money program? 

Mr. Couz. That is right. 

Mr. Tuomas. The other part is not what we are interested in. 

Mr. Coxe. That is right. 

Mr. Hunter. The basic statute requires that the community sub- 
mit a workable program which must include a plan of action for effec- 
tively combatting slums and blight. That is where this matter of 
codes, building standards, sanitation and that sort of thing which you 
mentioned comes in. 


STATES INELIGIBLE TO PARTICIPATE IN URBAN RENEWAL PROGRAM 


Mr. Fouurn. I will read you these 12 States I mentioned. 

Mr. Tuomas. You said 14 a while ago. 

Mr. Fouurn. I guess I did. I have identified 12 here. 

Mr. Tuomas. At this point in the record, insert the complete list. 

(The information requested is as follows:) 

Of the 48 States and 5 other jurisdictions including Puerto Rico, District of 
Columbia, Virgin Islands, Hawaii, and Alaska, 39 jurisdictions have enabling 
legislation authorizing slum clearance and urban redevelopment projects. Four- 
teen States do not have enabling legislation authorizing slum clearance and 
urban redevelopment projects, namely: Florida, Idaho, Iowa, Louisiana, Missis- 
sippi, Montana, Nevada, New Mexico, South Carolina, Texas, Utah, Vermont 

ashington, and Wyoming. 

Mr. Fouurn. Arizona, Idaho, Utah, Mississippi, Montana, Nebraska 
Nevada, North Carolina, Texas, Utah, and Vermont. 

Mr. Frantz. Did you say Florida? 

Mr. Fouurn. Yes; I should have said Florida. That is 13. 

South Carolina has just had a Supreme Court decision on this 
subject and that ought to be added to this list also, Mr. Chairman. 

Mr. Tuomas. That is pretty rough, when one-third of the States 
have to pay to keep up the other 32 States. 

Mr. Co sz. It is the State’s own decision. The Federal Govern- 
ment does not make them come in. It is the decision of the States to 
come into the program. They can come in at any time they want to. 

Mr. THomas. Yes; they can come in but on your terms. 

Mr. Coe. No, sir. 

Mr. THomas. On whose terms? 
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Mr. Coz. On their terms. 

Mr. Fouurn. Under the statute, there is a requirement that the 
plan for rebuilding one of these areas shall conform to the general 
plan of the community as a whole. So, there are certain requirements 
involved in that. 

Mr. Tuomas. Of course, if taking care of a local housing situation 
is not a local problem, I do not know what is. Yet you come along 
and invite them in saying to those local communities, but you say 
you come in on our basis or stay out. 

Mr. Cote. The control, so-called, in this program is less control 
than the Federal Government exercises in other cases for the benefit 
of the local people. 

Mr. Tuomas. That is a conclusion. 

Mr. Cour. Of course it is a conclusion. 

Mr. Tuomas. The fact remains that here are these people living in 
certain States under certain conditions that they would like to remedy 
if it is going to be done with somebody else’s money, but they may not 
want to go to the full extent that is necessary according to somebody 
else’s thinking. According to their own local thinking, they may 
meet the other needs all right but the people in New York may think 
differently. ‘The people in North Carolina, or in my own State, or in 
Arizona, may think they ought to have a different set of circumstances 
than they do in New York. 

Mr. Cote. In a State, it is their own determination. There are 
many different facets of this program, and there are many different 
methods of approaching the program which can be used. 

Mr. Tuomas. But that is chicken feed. This is the big money 
program. This is a billion and a half with an authorization to add 
another billion in both programs for loans and grants. 

Mr. Fouurin. It is 1 billion each. That is the present authorization, 
but on the grants it does not mature until after another year. It is 
700 million now on grants. 

Mr. Tuomas. It is not 1 billion each on grants and loans. It is 
$500 million plus $200 million and a billion, plus $200 million, is it not? 

Mr. Fou... It is a billion in loans. 

Mr. Vurseutu. How old is this program? 

Mr. Fouurn. Congress enacted this program in 1949. 

Mr. Vurse.u. It has been operating just a little while? 

Mr. Foun. It started in 1949. 

Mr. Vurseuu. Referring to this urban redevelopment program? 

Mr. Foun. It was enacted in two stages. The original act in 1949 
provided only for slum clearance and urban redevelopment. 

In 1954, Congress expanded the program to include areas which 
did not have to be cleared or—at least, did not have to be cleared 
completely—and where you could provide for rehabilitation of the 
existing structures, so there is a new type of project coming into 
being in the program now, and it will be jointly rehabilitation and 
clearance, or perhaps mostly rehabilitation with some spot clearance. 
There are still a good many clearance projects, of course. 

Mr. THomas. What was the question which you raised earlier, 
Mr. Phillips? 
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DIFFERENCE BETWEEN URBAN RENEWAL AND LOW RENT HOUSING 
PROGRAMS 


Mr. Puiturps. I would like to ask Mr. Follin or Mr. Cole for a 
concise statement, on the record, as to the difference between the 
urban redevelopment program and the public housing program, 
because is is my opinion that the urban redevelopment program is 
the preferable program from the standpoint of the service rendered. 

I particularly liked the idea that the urban redevelopment program 
was getting cooperation and coordination from the local governments 
and local chambers of commerce and private enterprises, and that 
under Mr. Follin’s administration, an effort is being made to draw 
these people into the program so that we would have their support. 

Could I have a concise statement on the distinction between the 
urban redevelopment and the public housing program? 

Mr. Coun. Yes, Mr. Phillips. 

They are two different kinds of programs. There is, first, urban 
redevelopment, which you call it—we call it the urban renewal 
program—which provides for loans and grants to communities which 
want to either clear slums and redevelop those slums by the building 
of houses or by putting in commercial areas, or whatever—or to 
provide for the rehabilitation, or conservation, of the deteriorating 
houses in an area which would later become a slum. 

The purpose of this program is to bring into effect, as you said, the 
assistance of the Federal Government and to provide for the carrying 
out of such plans as the local community may want to implement in 
their community. It provides in the redevelopment, for the building 
of housing through private enterprise, either through the use of 
FHA or of the VA program or private lending in order to redevelop 
the area. 

Now, the public housing program is solely to provide housing for 
people of low incomes, who do not have sufficient funds to find decent 
shelter and who have been removed from either a slum clearance or 
other areas, by reason of governmental action. 

It is a subsidized program where the Government provides for the 
difference between the cost of maintenance of the housing and the 
rents which the people can pay for the houses they occupy. 

Mr. Puruurrs. In the public housing program, we get nothing back 
from the amount that we have advanced to subsidize it? 

Mr. Cote. That is true. 

Mr. Puiturps. But in the urban renewal program, we get one- 
third back? 

Mr. Cousz. Yes, in the urban renewal program, we get one-third 
back. In addition, Mr. Phillips, it is our judgment that with the 
upgrading of the area by reason of the urban renewal, that it not only 
prowices the local Government with a tremendous increase in taxes, 
ut provides the Federal Government with some increase in income 
too. 


RETURN TO GOVERNMENT FROM URBAN RENEWAL PROJECTS 


Mr. Botanp. Do you actually get something back from urban 
renewal projects? 

Mr. Coxe. Well, only indirectly, very indirectly, but it is real, and 
it can be established. 
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Mr. Pariurps. Why do you say indirectly? 

Mr. Coxe. Well, no money is paid by the local community or local 
public agency to the Federal Government. 

Mr. Tomas. That is what we mean when we say do you get 
something back. 

Mr. Fouurn. The records show, Mr. Phillips, that for every dollar of 
Federal subsidy on these projects, there is $4 worth of construction 
generated on the site. 

Mr. Puruuites. Did you say a minute ago, Mr. Follin, that we get 
one-third back of the amount advanced? 

Mr. Four. Mr. Phillips, we pay two-thirds of the net cost. We 
advance money for the planning and then it becomes part of the 
cost of the project. In the end, they pay one-third of that planning 
cost and we pay two-thirds of that cost. 

Mr. Paiuuies. We do not put it up and we do not get it back? 

Mr. Fouurn. We get it back when we settle up on the project. We 
put it up. It is a loan which is made. 

Mr. Vurseuu. In other words, the only money you put into this 
program is for planning? 

Mr. Fouurn. No, sir. When the plan is completed and the contract 
is drawn, we make a contract and agree to pay not more than two- 
thirds of the cost of the project, which means the city then has to 
pay the other one-third of the net cost of the project. 

Mr. Vursevu. How does that get back into the Government? 

Mr. Fouurn. That other one-third does not come back into the 
Government, but the Government gets some money back through 
indirect taxation as this project is carried out. 

Mr. Vurse.u. That is rather vague. 

Mr. Fouurn. No, it is not; I do not think it is very vague. 

Mr. Vurse.u. If you will pardon me, I do not think it is very vague, 
I will have to agree with you. I think the Federal Government 
puts it all up, and every community and State outside of Chicago, 
and the State of Illinois, is penalized in higher taxes to take care of the 
great influx of people for the South Side housing, as I understand that 
there are probably 100,000 people that have come in through the 
years from the South. 

Mr. Coie. You are talking about public housing Mr. Vursell. 

Mr. Vurse.t. el am thinking of this program right here. 

Mr. Coxe. I am not sure you are. 

Mr. Vursetu. Are there any other urban renewal projects in the 
State of Illinois outside of Chicago? 

Mr. Cote. Yes. 

Mr. VursELu. Where are they? 

Mr. Coxe. Oh, urban renewal projects? 

Mr. Vurseuu. Yes. 

Mr. Coxe. I do not think so. 

Mr. Vursetu. I do not think so either, and I think the reason you 
have been slow in getting people to come into this program is because 
the average people living out of the politically controlled cities are 
ashamed to ask the Federal Government to come into their communi- 
ties as they have still enough free enterprise and Americanism about 
them to take care of their own buildings and I think they should. 

Mr. Foun. Mr. Vursell, we have a project at Robbins, Ill. We 
have one in Cairo, and we have several under planning. 
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Mr. VurseEtu. In other words, their morale is being broken down 
to the point where they feel if everybody else is getting it, maybe we 
had better? 

Mr. Foun. I do not know, sir, but at least these people have 
qualified for it, and have had advances made to them for planning 
projects. 

Mr. Cote. When we are talking about urban renewal, we are 
talking about finding an area—talking about an area which is prac- 
tically a slum area. That area is then acquired. The slum buildings 
which were on it are destroyed, and that cleared land is then sold 
for building improvements by private enterprise. The difference in 
the taxes realized, comes about by reason of the fact that the old 
dilapidated slum area produced less taxes, and they received far less 
income than the new buildings built on the rehabilitated area will 
produce. 

Mr. Botanp. You do not pay for the cost of construction of the 
buildings, but just for the cost of the land? 

Mr. Daas. No; the Federal Government does not pay for the cost 
of the construction of the buildings. 

Mr. Vursrett. Who does pay for the cost of the construction of 
the buildings? 

Mr. Cote. That is paid for by private enterprise. 

Mr. Puruurps. That is a point which I think was not clear. What 
we are paying for is the clearing of the land. 

Mr. Bouanp. That is all. 

Mr. Puitures. And in public housing, we pay for everything the 
Government does. 

Mr. Coie. We pay for the additional rental over and above what 
the people themselves can pay. 

Mr. Puiuurps. One of the difficulties with public housing is, if there 
are slums in the city, you do not necessarily remove the existing slums 
before creating new ones. 


URBAN RENEWAL REQUIREMENTS FOR USE OF CLEARED LAND 


Mr. Tuomas. In urban renewal projects, you have to consider the 
difference between what the cleared land will bring and what you 
paid for it originally? . 

Mr. Cortez. Exactly. 

Mr. Tuomas. And what part of that land must be reused for hous- 
ing and what part, if any, can be used for industry and so forth? 

Mr. Fouurn. May I explain that, Mr. Chairman? 

Mr. Tuomas. I hope you can. 

Mr. Fouurn. I will try to. 

The law prescribes the general formula that, if the area which you 
are going to clear, or rehabilitate, is a predominantly residential area 
before you clear it, you can rebuild it for any purpose. 

On the other hand, if it is not a predominantly residential area be- 
fore you rebuild it, then you have to rebuild it for a predominantly 
residential area. 

In other words, it must either be a predominantly residential area 
before you start or it must be a predominantly residential area after 
you finish, except for 10 percent of the authorized funds. 

That exception was made in the 1954 act. 
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Mr. Tuomas. If it is a predominantly residential area before you 
clear it, after you clear it, what do you do? 

Mr. Foun. You can rebuild it for any reuse in that case. It does 
not have to be rebuilt for residential use, and there are a good many 
projects which are being rebuilt for industrial reuses which were used 
for residential use before. 

Mr. Tuomas. You just put it to the reverse use as compared to the 
original use? 

Mr. Foun. You can do that, but, of course, you can take an area 
which is a predominantly residential area now and rebuild it into a 

redominantly residential area, but you do not have to. Under the 
aw, that is permissible. 

Mr. Tuomas. How much elasticity is there in the program? Here 
is an area that is predominantly residential and perhaps when it is 
completed, it ought to be something other than residential. It is 
too close in, or in the twilight zone between some type of small business 
or some other type, other than residential. 

Is the act sufficiently broad to give the planners enough latitude 
in it in that respect? 

Mr. Foun. Yes, sir. 


COLUMBUS CIRCLE PROJECT 


Mr. Tuomas. What about this Columbus Circle proposition? 

Mr. Fouuin. That was a residential area originally, in my opinion. 

Mr. Tuomas. What was the area before it was cleared? 

Mr. Fouurn. In my opinion, the area before it was cleared was 
predominantly a residential area. 

Mr. Tuomas. All right; under the act what could you do with it? 

Mr. Fouuin. Under the act you could rebuild it for anything. It 
does not have to be rebuilt predominantly residential. It was built 
for reuse about 49 percent residential and 51 percent commercial, but 
New York City was in such a hurry to get the project approved that 
they did not support their case for predominantly residential in 
advance. They said we will rebuild it for predominantly residential, 
so we will not bother about this analysis. Then they got caught 
because they just happened to run over the 50 percent line on the 
commercial end. 

Subsequently we called attention to this and subsequently they 
asked me to rerule on the original status of the area. 

Mr. Tuomas. This is not for the money or construction end of it? 

Mr. Fouurn. No. 

Mr. Tuomas. If the local people are going to put their money into 
& project, they should have something to say about it. Do you 
think that the people here in Washington know more about it than 
the local people living in the area? 

Mr. Four. I could not say, but we have a letter from them 

Mr. Tuomas. But your staff drafted the legislation. 

Mr. Foun. No, we did not write the law. 

Mr. Tuomas. I know you did not, but your staff over there usually 
prepares these things. 

Did I understand you correctly to say that you changed your 
original thinking on the matter? 

Mr. Fouurn. I did not make the original ruling on the matter, 
Mr. Chairman, as I was not here at the time. Right now, I would 
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favor giving the Administrator more flexibility in handling such 
matters. 

Mr. Toomas. Why not give it to the local people who are going to 
pay for the construction and who are going to live there? 

' Mr. Fouurn. They have it under the New York State law. This 
is a Federal and State matter. 

Mr. Puiturrs. Do you want the residents, or do you want the 
State, to get Federal money to build a big coliseum as in this case? 
Pittsburgh paid for its own. 

Mr. Coir. We cannot say as a policy matter that the Federal 
Government should provide funds to any State and just hand the 
money over to them to take and do what they please. I do not 
believe Congress would approve of that, and I certainly could not 
approve of it as Administrator. The Federal Government should 
have some control over it. 


LOCAL DETERMINATIONS IN URBAN RENEWAL 


Mr. Tuomas. Do you think that the Federal Government or a 
bureau sitting here in Washington knows more about the need of a 
building and where it should be built than the local people? 

Mr. Cote. No, sir, we do not feel that way. Iam courteously dis- 
agreeing with you, Mr. Chairman. 

Mr. Tuomas. You do not have to be too courteous about it. 

«Mr. Coir. We have provided in our regulations and in the law, I 
believe, for as much local determination and for as much recognition 
as\is neeged, of the fact that the local people who know best how to 
redevelop and rehabilitate their area, that they should have the say 
in. it. 

' Mr. Tuomas. There is always that phase of it that has to be con- 
sidered. 

Mr. Coir. Yes. There must be flexibility of regulations, and I say 
that advisedly. 

‘ Does the Federal Government say to a community, “Take X 
tnillions of dollars and spend it as you please?”’ 

I say that the Federal Government cannot do that, and I do not 
think Congress would permit it. 

Mr. Puiuurps. The city can always spend its own money. 

\ Mr. Coxx. Yes; a city can always spend its own money. They 
do the planning and programing, and, within certain broad areas, 
Which are very flexible, the Federal Government approves or dis- 
approves, and in the case of any program which the Federal Govern- 
ment conducts, it is conducted in the same fashion. 

Mr. Tuomas. I find that there is some thinking in the city halls 
and courthouses in the various States about going back to the old 
idea of spending their own money at home. It has not been too many 
years ago that the people in the city halls throughout the country 
were always in favor of more, bigger, and better Federal expenditures, 
but they are beginning to realize now that after all, it is their money 
which is being sent to Washington, and when they send $5 to Wash- 
ington they only get back about $4. On that basis, they are beginning 
to feel that we better do a little thinking about spending our own 
money here at home. 
~ This line of talk tends to just clear one thing up. That is, that 
the Federal Government is going into the States and spending money 
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purely for local matters that the local communities are 100 percent 
better off to determine the need for and to plan the course of action 
they want to take, and where it is for nobody else’s use except tha 
people living within 10 miles of the courthouse. If that does not 
make 1 it a local matter, I do not know what does. 


PROCEDURE IN URBAN RENEWAL PROJECTS 


Mr. VurseE.u. Let us say you go into Chicago and you take a certain 
area and you are getting ready for this urban redevelopment. One of 
the first things you would have to do is to have the demolition of the 
old buildings, to get them off the land. 

Mr. Fouurn. Yes, sic; they have to acquire the land first. 

Mr. Vurseuu. All right. Who acquires the land? 

Mr. Fouurn. The local agency. 

Mr. Vursety. Does the Federal Government pay for any of that 
land out of the two-thirds grant you have put into the project? 

Mr. Foun. Yes, sir. 

Mr. Vurse.tt. How much? 

Mr. Fouuin. We pay two-thirds of the loss on the land. 

Mr. Vurse_ut. Wait a minute. I do not understand that. I have 
to back up for a minute. 

Mr. Fouir. Let me explain it to you. You acquire the land, move 
the people out and relocate them properly, and then you sell the land 
for fair value for somebody to rebuild on it. 

Mr. Vurseuu. The local government acquires the land? 

Mr. Fouurin. Yes; relocates the tenants, demolishes the buildings 
and sells the land for the purpose that is involved in this redevelop 
ment plan for residential use, or commercial use or industrial use. 
Now, somebody buys that land at fair value for the cleared land. 

Mr. Vurse.u. Yes. 

Mr. Fouurn. The chances are that you will not get as much back 
for the land as you paid for it with the buildings on it. So, that is the 
loss on the project that comes from marking down that land so that 
somebody will take it and use it for construction purposes. They will 
not buy it at its high value with those buildings on there and mark it 
down themselves. 

Mr. Vurseti. And when somebody acquires the land itself, does 
the Federal Government put up the money to acquire it? 

Mr. Foutuin. No; the Federal Government is out of it then. 

Mr. Vurseity. Do we pay two-thirds of what it costs them to 
acquire that land? 

Mr. Fouiiin. We pay two-thirds of the loss on that land. We may 
lend them the money to work with in the first place, or they may use 
their own money, and they get most of that back when they sell the 
land. 

Let us say that it costs $1 million to buy all of the land and that it 
costs $50,000 to clear it up and demolish the old buildings. You 
have an investment of $1,050,000. If you sell that land for $550,000, 
you lose on the transaction $500,000. Now, the Federal Government 
pays two-thirds of that $500,000 loss and the city pays the other 
one-third of it. It is the only way that you could ever clear some of 
these bad areas and get them back into productive use, for the Federal 
Government to pay a substantial share of the loss on the project, 
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because the private investors who are going to build something on 
this cleared land would not pay the full price for the land with the 
buildings on it. 

Mr. VurseE.u. Do you ever condemn any of this land? 

Mr. Foun. Some of it. A small amount or percentage of it 
is condemned. ‘They try to acquire it if they can by negotiation. 
They condemn it if they cannot negotiate a fair price with the owner, 
and sometimes they have to condemn it in order to clear the title. 

Mr. Tuomas. It really changes the attitude and the complexion of 
the locality, I will tell you that. I have seen some of those big 
projects in New York and you do not even recognize the area after 
the work is completed. 

Mr. Foun. Yes. Sometimes you take the cleared land and you 
have to put streets on them, or water or sewer or whatever may be 
required. 

Mr. Boutanp. That is one phase of urban redevelopment? 

Mr. Foun. Yes, sir. 

Mr. Botanp. The other phase is rehabilitation? 

Mr. Foun. Yes, sir. 


REHABILITATION PROJECTS 


Mr. Botanp. Will you explain rehabilitation, please? 

Mr. Fouurn. Yes, sir. In a rehabilitation area, it is assumed there 
are certain reasons why the area is blighted or is run down, and 
generally it is a double cause; first, it probably lacks amenities in the 
area. Ihave seen many an area where there were not adequate play 
facilities, no parks, and no open spaces. Sometimes they do not 
have the water or the sewers which they should have. 

In some cases the street traffic is bad and needs to be rerouted and 
properties have been allowed to fall into neglect. So they come 
along with a plan where the city agrees to do certain things in the 
area which will insert amenities and remove some of these buildings, 
and property owners voluntarily are called upon to raise their struc- 
tures up to a given standard of repair and maintenance which will 
restore them to good, useful purpose again, and hold them that way 
for; let us say, 20 or 25 years ahead. 

On that basis, the cost of the project would amount to whatever 
had to be done in the way of these amenities, in the area, plus any 
spot clearance, and generally you may need some land for such 
things as playgrounds and you would have a little cost for land 
acquisition. But the costs would be in such an area very much less 
proportionately than for clearing. 

That is what we spend; two-thirds of that net cost. 

Mr. Botanp. You do not stand two-thirds of the cost of the 
rehabilitation of a particular building? 

Mr. Fouiuin. No; we pay nothing on any rehabilitation. 

Mr. Tuomas. The cost of that is two-thirds, but sometimes it 
works miracles and it is a big phase of urban redevelopment. 

Mr. Foun. Yes. 

Mr. Botanp. This is a new proposition? 

Mr. Foun. This is brandnew. We have 15 projects under 
planning and cities are preparing applications for 40 other projects. 
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OFFICE OF THE ADMINISTRATOR 


Program and financing 





| 1955 actual | 1956 estimate | 1957 estimate 





Program by activities: 

















1. General agency supervision - ..............-.- wes wi $1, 018, 762 | $936, 000 | $990, 000 
2. Consolidated compliance activities 339, 443 | 503, 000 485, 000 
3. Agencywide urban renewal coordination . . 115, 263 | 221, 000 | 270, 000 
4. Voluntary home mortgage credit _.............- 206, 239 446, 000 505, 000 
5. Community facilities program: | } 
(a) Public works planning advances 42, 191 139, 500 500, 000 
(b) College housing loans... ‘a 391, 576 538, 000 1, 100, 000 
(c) Liquidating activities... --- is | 367, 952 288, 000 210, 000 
(d) Pu bie facility loans.........-- ‘ 32, 240 159, 500 75, 000 
(e) School construction... 780, 708 935, 000 432, 257 
({) Project inspection and audit-_-- 244, 006 | 262, 000 477, 000 
6. Urban renewal program: | 
(a) Urban renewal activities. .............- ‘ 2, 213, 192 | 3, 073, 000 | 3, 700, 000 
(b) Project inspection and audit 224, 363 505, 000 680, 000 
7. Miscellaneous services performed for other agencies 15, 380 2, 000 
8. FHA special investigation..........-- ential 254, 405 
Total obligations._-_..........-.--- imemowewennnn 6, 245, 720 8, 008, 000 9, 824, 257 
Financing: 
Advances and reimbursements from other accounts | —2, 283, 485 — 2, 689, 50¢ — 3, 374, 257 
Unobligated balance no longer available 5, 26 
PN -<<s4cn ocnucwabnbanantacansapeeetanere’ | 5, 000, 000 6, 450, 000 
Proposed supplemental due to pay increases..-.-.__.--.|_- eect 318, 500 
Obligations by objects 
Object classification 1955 actual | 1956 estimate | 1957 estimate 
Total number of permanent positions. - ---- $besesaaceine 1, 169 | 1, 182 1, 354 
Average number of all employees. --....-.---- ; anna) 763 | 1, 006 | 1, 234 
Number of employees at end of year- .---_- ite 914 | 1,177 1, 339 
Average salaries and grades: 
General schedule grades: | 
MII oat sc dcnndnucdesacdadncctennac ! $6, 237 | $6, 745 $6, 771 
II 6 cin ccbesdusctesabecdadiasicmidswetens GS-8.9 | GS8-9.2 GS8-9.2 
01 Personal services: 
Permanent positions__..........-. - ‘imate . $5,118,519 | $6, 681, 300 $8, 288, 000 
Regular pay above 52-week base - -_- abi 22, 040 29, 700 
Payment above basic rates .__----- esdeaacqnce} 16, 055 36, 000 39, 600 
Total personal services... _--__--- ; 5, 156, 614 | 6, 747, 000 8, 327, 600 
> We oceans ad deleae sa 357, 457 | 462, 200 | 613, 357 
03 Transportation of things. ..... 46, 934 | 14, 800 17, 500 
04 Communication services--.-------- 139, 438 178, 000 203, 800 
05 Rents and utility services -__-_- oo i 109, 730 181, 200 118, 000 
06 Printing and reproduction -- tee dee a 72, 917 88, 300 110, 000 
07. Other contractual services. -.......------ ; | 168, 775 156, 200 227, 000 
08 Supplies and materials-__-_.---- 58, 579 | 71, 700 85, 000 
09 Equipment. eid nou ‘ 126, 793 | 97, 900 109, 000 
15 Taxes and assessments.._-___-- pubes tamiuabsge bias oat 8, 483 10, 700 13, 000 
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Budget authorizations, ewpenditures and balances 














1955 actual | 1956 estimate | 1957 estimate 
BUDGET AUTHORIZATIONS AVAILABLE | 
Appropriation ____- ae ea | $3, 968, 500 | $5, 000, 000 $6, 450, 000 
Proposed supplemental] due to pay increases -- ; 4 318, 500 }|...----- ‘ 
Obligated balance brought forward _..---- as 358, 545 556, 851 544, 800 
Total budget authorizations available_._.......--- . 4, 327,045 5, 875, 351 6, 994, 800 
EXPENDITURES AND BALANCES ar ply tia 4 +. 
Expenditures— 
Out of current authorizations. ._-- ‘ 3, 412, 772 4, 481, 700 5, 800, 000 
Out of anticipated supplemental appropriation _ - . 305, 000 13, 500 
Out of prior authorizations____-__- aa 335, 541 543, 851 486, 500 
Total expenditures... _- | 3, 748, 313 5, 330, 551 6, 300, 000 
Balance no longer available: 

Unobligated (expiring for obligation) -_.- Otte Be IO a, deme one 
Other__- 5 oe ° ' I i iii ane eine ie tees | g 
Obligated balance carried forward -_-- odes Nihil aia amet ak 556, 851 544, 800 694, 800 
Total expenditures and balances-_-_-.........-----. agit ie 4, 327, 045 5, 875, 351 6, 994, 800 

! 





Mr. Tuomas. Mr. Reporter, insert in the record at this point pages 
A-1 through A-12 of the justifications. 
(The justification referred to is as follows:) 


Hovustne AND Home FiInancn AGENCY, OFFICE OF THE ADMINISTRATOR, AND 
OPERATING PROGRAMS OF COMMUNITY FACILITIES ADMINISTRATION, URBAN 
RENEWAL ADMINISTRATION 


INTRODUCTION 


This volume presents budget estimates and justifications for the Office of the 
Administrator proper, and for those programs assigned to the Administrator di- 
rectly by law and carried out by him through the Community Facilities Adminis- 
tration and the Urban Renewal Administration. 

The Office of the Administrator proper provides staff assistance to the Adminis- 
trator necessary to permit him to discharge his responsibilities as head of the 
Agency, and in addition carries out certain operating functions and provides staff 
assistance to the two operating constituents, CFA and URA. The principal ac- 
tivities of the Office are the following: 

1. Assistance to the Administrator in the supervision and coordination of the 
Agency as a whole and its programs. 

2. Provision of a consolidated compliance and investigative activity for the 
entire Agency. 

3. Assistance to the Administrator in agencywide coordination of the urban 
renewal program, as required by the Housing Act of 1954. 

4. Provision of consolidated staff and general services for the operating con- 
stituent units, CFA and URA. 

5. Provision of staff and supporting services and facilities for the National 
Voluntary Mortgage Credit Extension Committee and the 16 regional committees, 

The Community Facilities Administration is responsible for the following 
programs detailed in this justification: 

1. The program of advances for public works planning, as revised and expanded 
by the Housing Amendments of 1955. 

2. The program of college housing loans, also expanded and liberalized by the 
Housing Amendments of 1955. 

3. The several liquidating programs (except for those relating to war and 
emergency housing) under the revolving fund (liquidating programs). 

4. The new and larger program of public facility loans authorized by the 
Housing Amendments of 1955. 

The Urban Rebewal Administration carries out three major and related pro- 
grams, as follows: 

1. Slum clearance and urban redevelopment and renewal, under the original 
title I of the Housing Act of 1949 and under the broadened concept embodied in 
the amended title I under the Housing Act of 1954. 
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The program of demonstration grants to assist in the development and 
dissemination of urban renewal techniques, authorized by section 314 of title I 
as amended by the 1954 act. 

3. The program of matching grants for ubran planning assistance authorized 
by section 701 of the Housing Act of 1954. 

Operations in connection with most of these programs and activities have been 
largely delegated to the regional offices of the T cebaiiesien, Since they all are 
carried out through an organization which is integrated in important functions in 
Washington, and almost entirely so in the field, they are presented as a single 
combined budget, and are discussed and justified, both individually and in total, 
in this volume. 

SUMMARY OF THE BUDGET 


For all the activities enumerated above, the budget requests appropriations 
and authorizations totaling $8,410,000, representing 1,036 man-years of employ- 
ment. This is an increase of 219 man-years and some $1,800,000 above the 
estimated levels for the current fiscal year. The summary comparison is as 
follows: 


1956 1957 
Base positions 910 910 
Increase provided in estimates for 1957 219 
Total positions 910 1,129 
Less lapses.due to gradual recruitment —93. 4 93 
Man-years 816.6 1, 036 
Administrative expenses $6, 591, 700 $8, 410, 000 


Almost half the increase shown above is due to the cost on a full 12-month 
basis of positions filled for only part of the current year. The balance results 
from expanding activity and increased workloads in the several programs which the 
Congress has amende d, enlarged, and liberalized, as discussed in connection with 
each program individually in these justifications. 


PROGRAM SUMMARY 


The principal aspects of the budget program for each of the 10 programs and 
activities of the OA, CFA, and URA are summarized briefly in the following 
paragraphs. 

General agency supervision 

The budget estimate for agency supervision is $990,000—a nominal increass 
over the current year—and a small reduction from actual expenses incurred during 
fiscal 1955. The budget estimate will provide necessary staff assistance to permit 
the Administrator to perform his functions as head of the agency and as principal 
housing officer in the Federal Government. 


Consolidated compliance activities 

The budget estimate of $485,000 reflects the assumption that investigative 
workload will decline moderately during the budget year and accordingly is below 
the estimate of $510,000 for 1956. The centralization of investigative facilities 
for the entire agency has proved successful. It is anticipated that once the very 
heavy backlog of investigative workload, arising to a considerable extent out of 
the recent FHA investigations, is disposed of, the Compliance staff will be reduced 
further and that future budget programs will find this activity at lower levels. 


Urban renewal coordination 


The budget for “Urban renewal coordination’’—under which the Administrator 
performs several statutory functions reserved exclusively to him—provides 
$270,000 in 1957, as compared with $225,000 in the current year. The increase 
reflects the larger workload involved in 223 certifications (or recertifications) of 
community workable programs as compared with 133 this year, as well as an 
increase in the number of relocation plans, urban renewal plans, and the number 
of communities seeking the special insurance aids under sections 220 and 221 of 
the National Housing Act. 
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Voluntary home mortgage credit program 


A small increase in staff assistance provided to the “‘ Voluntary home mortgage 
credit program”’ is provided in the budget estimate: from $446,000 in 1956 to 
$505,000 in 1957. This activity, undertaken in fiscal 1955 as a unique experi- 
ment in private industry-Government cooperation, has proved successful in 
facilitating the flow of private funds for FHA-insured and VA-guaranteed home- 
mortgage loans in remote areas and for minority group home financing. The 
workload has increased steadily since operations began, and in 1957 the program 
is expected to handle 33.3 percent more applications than during the current year, 
with a higher percentage of successful placements. 


Advances for public works planning 


The budget estimate for this program increases sharply—from $199,500 in the 
current year to $500,000 in 1957—as a result of the new program provisions 
enacted in the Housing Amendments of 1955. The additional $12 million for 
advances is authorized beginning July 1, 1956, looking toward the ultimate $48 
million level to be reached in 3 years. Within the first 5 months following enact- 
ment of the new statute, more than 1,000 inquiries have been received. These 
inquiries are beginning to materialize as applications and the budget program is 
based upon an expansion of staff necessary to process the anticipated volume. 


Urban renewal programs 


The budget program reflects continued progress in the efforts of an increasing 
number of communities to analyze and solve their local problems of slum and 
blight. Substantial progress is forecast under the original title I program as 
projects move out of the planning stage and into project execution. By the end 
of the budget year, all old law projects still active are expected to be completed 
or in execution. More and more cities and towns are seeking assistance under 
the terms of the broader urban renewal objectives contained in the Housing Act 
of 1954. By the end of the budget year, a total of almost 400 projects will have 
been undertaken or completed. In addition, a large number of communities and 
planning agencies will participate in the special programs for urban renewal 
demonstration projects and urban planning assistance. These expanded work- 
loads lead to an estimated increase of some $600,000 in expenses for the 3 
programs involved—from $3,098,700 in the present year to $3,700,000 in 1957. 


Statistics on housing demand 


The budget program includes a new item of $175,000 to be used to reimburse 
the Bureau of the Census for the conduct of a survey of current and prospective 
housing market characteristics. Approval of this request will make it possible 
for the Census Bureau to initiate this survey simultaneously with its other regular 
and special survey activities during the budget year. The information collected 
is designed to provide the agency and the Congress with factual data not now 
available with respect to housing demand. Such data would provide a sounder 
basis for both legislation and executive action in connection with Federal housing 
programs. 


College housing loans 


A significant increase will be noted in administrative expenses for the college 
housing loan program as a result of the expansion and liberalization of the pro- 
gram by the college housing amendments of 1955. The combination of liberal 
terms contained in this legislation has produced a total of 224 applications amount- 
ing to some $256 million during the first 6 months of the current year—compared 
with the total of some $316 million during the first 4 years of the program. With- 
in the limits of this $500 million authorization, it is assumed that this greatly in- 
creased volume of workload will continue. The cost of handling the program is 
estimated at $1,100,000 in 1957, as compared with $725,000 for 1956. The addi- 
tional administrative expense requirements stem from the processing requirements 
in connection with these applications. 


Public facility loans 


The budget program proposes the rescission of previously appropriated funds 
for the conduct of the public facility loan program authorized under the RFC 
Liquidation Act, as amended (Public Law 163). It also provides for the first full 
year of operations under the new and larger loan program authorized by the hous- 
ing amendments of 1955. This program is designed to assist small communities 
which are unable to obtain financing for needed public facilities projects in the 
open market. While experience with the present activity is limited, the records 
of previous programs and several recent surveys indicate a substantial need for 
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this type of assistance. The work program anticipates the processing of some 
300 complex loan applications and approvals involving $25 million in loan funds. 
$475,000 is estimated for administrative expenses, to be financed by interest earn- 
ings on these loans. 


Revolving fund (liquidating programs) 


Continued progress in the liquidation of the several programs covered into the 
revolving fund is forecast for the current and budzet years, with a corresponding 
decline in administrative costs, which are estimated at $210,000 in 1957 as com- 
pared with $290,000 in the current year. Satisfactory progress has been made in 
the disposition of war and emergency housing projects and other assets of the 
fund are being converted as quickly as possible. It is anticipated that a liqui- 
dating dividend in the amount of $47 million will be declared during the current 
year and an additional $33 million during the budget year. Progressive liquida- 
tion has left the revolving fund with residual assets that are becoming increasingly 
difficult to dispose of on any terms. It is likely that additional legislation may 
be required to complete liquidation. 


ORGANIZATION OF BUDGET PRESENTATION 


In support of the budget. program for the Office of the Administrator—including 
the activities of Community Facilities Administration and the Urban Renewal 
Administration which are financed through funds appropriated or authorized to 
the Administrator—a series of tables has been included in this volume. These 
tables summarize staffing and expense requirements for the entire organization 
while more detailed discussions are presented in the narartive justifications for each 
activity. The principal tables are: 

Table I which shows the sources of funds from which the several programs and 
activities of the OA, CFA, and URA are financed. Table I follows the pattern of 
appropriation and authorization language items appearing in the independent 
offices appropriation bill. For convenient reference, corrected language sheets 
together with an explanation of proposed changes in language are presented in 
section N. 

Table II is organized for comparison by activity. It presents in summary form 
the budgetary experience and estimates for the 3 years covered by the budget 
program. Each of the activities listed in table II is described in detail in sections 
B throuzh K of this justification. 

Table III shows for the 3 years the number of positions and man-vears of 
employment in a comparison by organization unit. Additional detail, including 
brief functional statements for each organization unit and explanations of staff 
increases, is presented in the organization and personal services section L below. 

Table IV included in section L presents a breakdown of actual and proposed 
regional office expenses by program. This is followed by a detailed discussion of 
personal service requirements by organization units in the field service. 

Table V summarizes objects of expense other than personal services for the 3 
years of the budget program. Each of the other objects is described in detail in 
section M. 


SOURCES OF FUNDS RELATED TO BUDGET PRESENTATION AND JUSTIFICATION 


The staff expenses of the Office of the Administrator, the Community Facilities 
Administration, and the Urban Renewal Administration are supported by funds 
from several different sources. These fall into four main classes: 

1. Appropriation of Federal funds.—The two appropriations for staff expenses 
requested for 1957 are under the heads, ‘‘Salaries and expenses’”’ and ‘‘Statistics 
on housing demand.”’ 

2. Authorization to use corporate funds for administrative expenses.—For fiscal 
1957 three authorizations are requested—for college housing loans, for revolving 
fund (liquidating programs), and for public-facility loans. 

3. Allocations or advances of funds appropriated to other agencies.—Funds “ppro- 
priated to the Office of Education, Department of Health, Education, and Weifare, 
are advanced for the functions performed by the Administrator on behalf of the 
Commissioner of Education. Funds appropriated to the Federal Civil Defense 
Administration are advanced for functions performed by the Housing and Home 
Finance Administrator under the terms of FCDA delegation No. 2. 

4. Authorization to defray nonadministrative expenses from fees.—The expenses 
of protecting the Government’s interests by engineering inspection and audit of 
projects carried out through certain financial-aid programs conducted through the 
Community Facilities Administration and the Urban Renewal Administration are 
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classified as nonadministrative and are required to be compensated by fixed fees 
assessed against the beneficiaries of these programs. 

Funds from these several sources support the operating expenses of a single 
integrated organization. For efficiency and economy, staff and common services 
for all programs are consolidated so that there is a single legal staff, a single audit 
staff, a single general services staff, etc. In only a few cases can an entire organiza- 
tion unit be identified with a single operating program or a single source of funds. 
Similarly, in no instance is the full conduct of a program confined to a single 
organization unit. 

Some individual appropriations and authorizations provide for more than one 
program or activity. For example, in 1957 the appropriation “Salaries and 
expenses” covers the programs: General agency supervision, consolidated com- 
pliance activities, urban renewal coordination, voluntary home mortgage credit, 
reserve of planned public works, and the urban renewal program. The authoriza- 
tion ‘‘Revolving fund (liquidating programs)”’ covers six OA programs in liquida- 
tion. The other appropriation and the two authorizations cover only a single 
program each. 

A majority of the employees of the total office work on or serve, and their ex- 
penses are charged to, more than one program or activity. An expense distribu- 
tion system to maintain costs by programs is kept in the official books, subject 
to audit. This system is designed to produce reasonably accurate results without 
resorting to elaborate and expensive cost accounting procedures. 

Every effort has been made in this volume to present full and complete informa- 
tion for the consideration of the committee, and at the same time to avoid insofar 
as possible the difficulties and confusion which the variety of activities of the 
Office and their financing tend to produce. To this end, this volume is devoted 
principally to those programs and activities of the Office with respect to which 
the President has made budget recommendations for fiscal 1957 for the considera- 
tion of the committee. 

In order that the committee may have a full picture of the proposed organiza- 
tion, staff, and activities of the Office, a separate section O has been included in 
the volume entitled ‘‘Reimbursements and working funds.” This section presents 
in summary form information on estimated employment and expenses in connec- 
tion with those functions which are financed by allocations and advances from 
appropriations to other agencies and from fees assessed against the beneficiaries 
of certain financial assistance programs. 


TasLE I.—Sources of funds for staff expenses 





| | 

Sources of funds Actual, 1955 | Estimate, 1956 Estimate, 1957 

Appropriations: 
Salaries and expenses: | 








i | $3,968,500 | $5,000,000 $6, 450, 000 
Proposed supplementals: | 
i SD. . Jct ndash iainandacen wnanhokueinel leducoseenmene BE MOO Poss cdeiccdeci< 
I eg ile Sa ee FOE Ince naan 
Reserve of planned public works-..................|.----- rameiaae ND De 
Total, salaries and expenses................-....| 3, 968, 500 | 5, 417, 200 6, 450, 000 
Statistics on housing demand-_-------...--- Leek S mein dn mabe eeaha cakes eaiheR ais Sean 175, 006 
Authorizations: | 
College housing loans: 
INNS este the go ee ek ees 384, 000 | 500, 000 | 1, 100, 000 
Proposed supplementals: | | 
I et ee tec ea BED Dic sibiitecccaiiaiaiahene 
IT UII SI aioe eens mnie mineyercmoe inert cade ae cee IRIE 2 nc tc ecgs ckgeiaeapatie 
Total, college housing loans..................-.- 384, 000 725, 000 | 1, 100, 000 
Revolving fund (liquidating programs): 
Annual act 5 i wai esata ids acaba eactice aga Aa architec whe 1 §97, 000 | 270, 000 | 210, 000 
Proposed supplementals: | 
I a ciao tgieuieendnscnennbde iameuiinmmatels SO is cate ctocewentenn 
to...) 6 >.” 4. 6 a nepbaddginbeeabpeminannire tany=araeeenea in UE Cicitctints aaeraee 
RG. «.. .. «J cichsineRivinkivebeacebeks | 597,000 | 290, 000 210, 000 
SP ni cn cahnn ew imaichoeeeil 75, 000 159, 500 475, 000 
Total, sources of funds...............------------------- 5,024,500 | 6,591,700 | — 8, 410, 000 
Unobligated balance; estimated savings_.............-..-.---- SOR GU banancacuscesen Ss abhi. ketient 
Es IN colo cics cniacciecnntunednigicinpcipeisiondaieneiine wen 4, 981, 263 | 6, 591, 700 8, 410, 000: 





1 Includes transfer for FHA special investigation pursuant to Public Law 357 and Public Law 663, 
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TaBLeE II.—Comparison by activity 


| Actual, 1955 





Estimate, 1956 





Estimate, 1957 


Amount 


| Man- Man- Man- | 
| years Amount | years Amount years 
General agency supervision. -_...........-- | 113.0 | $1,018, 762 | 113.0 $938, 000 119.0 | 
Consolidated compliance activities ___-..-- | 45.8 | 339, 443 68.0 510, 000 64. 5 | 
Agency-wide coordination of urban re- | | | 
TO ITE, Sacceaceccscsanses | 14.2 115, 263 28.0 | 225,000 | 34.5] 
Voluntary home mortgage credit program - 24.3 206, 239 62.0 | 446, 000 | 70.0 | 
Public works planning advances_..-......-| 5.5 42,191 | 25.0 | 199,500 | 65.0 | 
Urban renewal programs Ro sakane wats saat 264.6 | 2,218,192 374.6 3,098,700 | 455.0 | 
Statistics on housing demand-_--.------ wasn ee Sia : 
BN) eee ee 391, 576 87.0 725,000 | 138.0 | 
Public facility loams__........---. cian acnlons 4.0 |} 32, 240 21.0 159, 500 61.5 | 
Liquidating activities..............-.- 49.0 367, 952 | 38.0 290, 000 28. 5 
FHA special investigations. ............-- 37.1 254, 405 | 
a —_ . =~ i 
WOE WOndscedweesdstcecscncesccds 605. 3 | 4, 981, "263 | 816.3 6, 591, 700 1, 036.0 | 


Ill. 


TABLE 


Organization unit 


Administrator 

Deputy Administrator -- 

International housing staff 

Racial Relations Service -- 

Division of Compliance 

Spec ial staff for FHA investigation - 
Congressional liaison and public affairs 
Division of Plans and Programs 

Division of Law 

Voluntary home mortgage credit. 

Urban Renewal Administration Pao 
Community Facilities Administration__..... 
Administrative staff services_- 

Audit Branch_. 

General Services Branch__ 

Division of Field Coordination 


Subtotal, central office. --_-_- 


Regional offices: 
Regional Administrator 
Community Requirements Branch 
Legal Branch. 5 
Administrative Branch 
Community facilities activities _- 
Engineering Branch 
Financial Analysis Branch_.- 
Urban Renewal Branch 


Subtotal, regional offices -- 
Positions and average employment 


Personal services-.-_- 
Other objects of expense. 


Uli oss boackcekis ce eadsacsceen 


Chea 


—Comparison by organization unit 


Actual, 1955 





Estimate, 1956 


$990, 
485 


000 
000 
270, 000 
505, 000 
500, 000 
700, 000 
75, 000 
1, 100, 000 

475, 000 

210, 000 


~ 


8, 410, 000 


Estimate, 1957 


39 | 


Man- 
years 


| 
| 


| 8.0 
| 2.0 
| 
| 


2 

4.5 
8.0 
5.0 


18.0 


. o on « 
N 


26 
20 


ge 
o 


56 
10 
79 
34 
lf 


on 


aoonnw 


= 
o 


‘ 


478.0 


1, 036 0 


| $6, 978, 000 
1, 432, 000 





Posi- Man- Posi- Man- Posi- 
tions years tions years tions 
11 9.1 8 | 8.0 s 
7! i= 2 1.5 2 
4 | 2.5 | 5 4.0 5 
5 5.0 s 7.0 
&8 41.0 68 58. 0 6 
136 | 20.9 |.... “ 
. 17 | 12.5 18 17.4 | 18 
ee 32 28. 2 33 31.0 35 
46| 39.6 52} 50.1] 55 
52 18.9 57 55.0 65 
; 90 67.7 | 83 77.0{ 100 
esgieal 27| 22.3 35 30.6 | 61 
73 61.0 74 67.0 86 
20! 16.9 25 20.8 | 26 
50} 41.5 50 46. 4 60 
3 2.7 3 23 
654 | 398.8 | 521 476.0 592 
17| 16.9 23) 22.9 27 
18 14.7 20 16.0 20 
38 | 30. 6 42 38.4 54 
35 26. 6 44 42.6 60 
4 1.3 8 5.7 | 10 
20 12.6 54 44.3 88 
16 9.9 28 19.7 
130 94.0 170 151.0 239 
278 | 206 5 389 340. 6 537 
932 606. 3 910 | 816.6 1, 129 
~ $4, 072, 143 $5, 477, 000 
909, 120 1, 114, 700 
4, 981, 263 6 591, 700 


| 8, 410, 000 


Mr. Tuomas. That is a very fine statement on the Office of the 
Administrator and the operating programs of Community Facilities 


Administration and Urban Renewal Administration. 


of information in it, and I have a lot of notations on it. 
I call the committee’s attention to tables II and III for ready 


reference. 


the tables on pages A-11 and A-12 


table II and the table on page A-12 is ; table III. 


It has a wealth 


I think you can work from your table on page 2, and also 
The table on page A~-11 is 














































1046 


PERSONAL SERVICES 





They have in the tables a comparison by organization unit, givin 
the cost in man-years. I note that for 1957, you have persona 
services cost of $6,978,000 against $5,477,000 for 1956. 


OTHER OBJECTS OF EXPENSE 


For “Other objects,” for 1956, you have $1,114,700 against 
$1,432,000 for 1957. 

That is about a 20 percent increase. Is not that a little high for 
“Other objects’’? 

Mr. Frantz. There are two items in there that perbaps ought not 
to be counted on that basis. 

Mr. Toomas. What are they? 

Mr. Frantz. $175,000 for housing surveys 

Mr. Tuomas. That is one of the items I intended to mention. 
What is the other one? 

Mr. Frantz. And the amount which we reimburse the Office of 
Education for college housing. 

Mr. Tuomas. They reimburse you for that? 

Mr. Frantz. Not on college housing, no, sir. We reimburse the 
Office of Education under HEW. 

Mr. Tuomas. HEW? 
Mr. Frantz. That is right, the Office of Education. 








REIMBURSEMENTS AND WORKING FUNDS 






Mr. Tuomas. Let us turn to your working funds. 
Mr. Frantz. I believe that is on pages 0-11 and 0-12. 
Mr. THomas. Where do you break down that money that is in 
this budget? 

Mr. Frantz. Page 12, I believe is the total. 

Mr. Tuomas. We will insert pages 0-11 and 0-12 at this point in 
the record. 
(The matter referred to is as follows:) 


TasBLEeE I-A.—Sources of funds for staff expenses 








Actual Estimate, | Estimate 
Sources of funds 1955" 1956 1957 





FN as inn selene cbeenaaanennes , 981, $6, 591, 700 





Reimbursements and working funds: 
NN acne ueedebnannsaddan nue’ 1,047,965 | 1,017, 257 432, 257 
I I SS ee ls eet Seeseseesenenlaueneubbnniin 26, 500 \ 
ie tee EEE ned eeiieapubesenenee OE lndisten benbesitbacmabion 
Miscellaneous reimbursements.-.-.................---------.---- 19, 745 Py En kduahieiiinein 
Nonadministrative under limitation. .................-...--.--- 525, 000 743, 000 1, 150, 000 
School construction, nonadministrative._.................------ 99, 526 75, 000 37, 000 


Defense community facilities, nonadministrative__............-- 79, 744 






Total available, reimbursements and working funds-_-..----- 1, 781, 894 
Available in subsequent years (school construction) -.-......-.-.--.-- —267, 257 OEE Lecsccscdccce 
Unobligated balances; estimated savings (nonadministrative under 

I eae nmmeeiees oe rg (eR matte, timer neato 


Total obligations, Office of the Administrator_............-..-- 6, 355,160 | 8,397,200 | 10, 636, 257 














were 


ROAD es Tap TS ls Ss + AP CABS, gE 


1 TAT ie ae! 


SIR cen ones Ribas «Leia aR ae callie atlas 2 BB 0 5S seein 
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TaBLE II—A.—Comparison by activity 























Actual, 1955 Estimate, 1956 Estimate, 1957 
F sei Lisl oi, 4 Rea 
| Man- | svi &M- ian- 
years | Amount years | Amount years Amount 
et Wor esceeneiee= .--| 605.3 | $4, 981, 263 816.6 | $6, 591,700 1,036.0 $8, 410, 000 
Reimbursements and working funds: | 
School construction . ne 780,708 | 124.2 935, 000 56. 1 432, 257 
Civil Defense planning -~_.........-- lone ee 2.8 | 26, 500 37.0 600, 000 
Og ee | 1.5 | D966 bacun- panne 
Miscellaneous reimbursements.- 2.0 | 15, 380 | 4 2, 000 
=e — | —— 
Project inspection and audit: 
Slum clearance and urban renewal....| 25.9 224,363 | 61.0 505,000 | 82.0 680, 000 
College housing loans ------- ‘ a 20. 1 164, 262 30.0 | 238,000 | 80.2 400, 000 
Public facility loans. -....-.....------ = SS ahenreie sew taneane | £0 70, 000 
3S ear eee oe > , 
Subtotal, under limitation... ....-- } 46.0 388,625 | 91.0 | 743, 000 | 141.2} 1,150,000 
School construction... -.....---------- } 11.8 99,526; 9.8 | 75,000} 47] 37, 000 
Defense cormmunity facilities... .....- | 99 79, 744 | 3.0 | 24, 000 | 1.0 7, 000 
Subtotal, project, inspection and | | 
CE ina erehvtnsabnnse Mined nt 67.7 567, 895 103.8 842,000 | 146.9 | 1, 194, 000 
Subtotal, reimbursements and | 
WN GENGD.. . n nccecics seavse tate 171.1 1,373,897 | 231.2 1,805,500 | 240.0 | 2,226,257 
Total cost, Office of the Adminis- 
| 10, 636, 257 


ee a ee | 776.4 | 6,355,160 |1,047.8 | 8,397,200 (1,276.0 | 


Mr. THomas. How much funds are in here that are not accounted 
for in this budget? You have a total $2,226,257, made up, in part, 
of $432,257 for school construction. 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. Who pays that money? 

Mr. Frantz. That money is appropriated to the Office of Education. 

Mr. Tuomas. Then there is $600,000 for ‘‘Civil Defense planning.” 
Who pays that? 

Mr. Frantz. That is appropriated to the Federal Civil Defense 
Administration. 

Mr. THomas. You do not have any money in here for disaster 
relief this year, nor for miscellaneous reimbursements. For non- 
administrative under limitation, you have $1,150,000. 

Mr. Frantz. Those amounts are paid as fees by the borrowers 
under the slum-clearance program, the public facility loan program, 
and the college housing program. 

Mr. Tuomas. None of this $1,150,000 goes to the Treasury but 
it pays nonadministrative expenses for services performed? 

Mr. Frantz. That is correct. 

Mr. Tuomas. Is it under limitation? 

Mr. Frantz. Yes, sir; it is under limitation. 

Mr. THomas. But it is not an appropriated item? 

Mr. Frantz. That is correct. The authority for this and the 
amount of the limitation are carried in appropriation language which 
this committee puts in the bill. 

Mr. Tuomas. Under “School construction, nonadministrative,’’ 
$37,000, who pays the bill for that? 

Mr. Franvz. Those are part of the cost of projects built by the 
Federal Government on Federal property. 

Mr. Tuomas. “Defense community facilities, nonadministrative, 
$7,000, who pays that bill? 

Mr. Frantz. That is also paid by the borrowers or grantees under 
that program, but is not subject to the limitation. 


”? 
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PERSONAL SERVICES FINANCED BY REIMBURSEMENTS AND WORKING 
FUNDS 


Mr. THomas. What is your personnel cost for that work? It is 
on page O-12, is that correct? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. How many people do you have? 

Mr. Frantz. We estimate that the total number is 

Mr. Tuomas (interposing). No, I am talking about this particular 
$2,226,257 which is not appropriated. 

Mr. Frantz. Two hundred and forty man-years. 

Mr. Tuomas. Two hundred and forty man-years? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. Where is that item on page 12? 

Mr. Frantz. In next to the last line, in the subtotal. 

Mr. Tuomas. The subtotal means those particular five programs, 
but the total cost of the Office of the Administrator is what? 

Mr. Frantz. That is shown on the bottom line, which also includes 
all of the items in this budget—$10,636,257. 

Mr. Tuomas. And $8,410,000 is the amount that is to be ap- 
propriated this year? 

Mr. Frantz. That is correct, yes, sir. 

Mr. Tuomas. This table shows around 22 percent of your total 
funds is nonappropriated funds. So, in truth and in fact, this budget 
for the Office of the Administrator is about 1,276 employees instead 
of this figure over here of about 1,129? 

Mr. Frantz. That is correct, yes, sir. 

Mr. Tuomas. What does it cost to support those 240 man-years? 
How many positions is that, about 275? 








OTHER OBJECTS OF EXPENSE FOR REIMBURSEMENTS AND WORKING 
FUND PERSONNEL 


What does it cost for “Other objects,’ to support those? I figured 
it out last year and it was 22 percent rather than 20 percent. 

Mr. Frantz. For reimbursements, and working funds? 

Mr. Tuomas. Yes. Where are the “Other objects’ to support 
those people? 

Mr. Frantz. They are 14.6 percent. 

Mr. Tuomas. Where do you get that figure? 

Mr. Frantz. I have here the detail of the other objects for the 
reimbursement and working fund programs 

Mr. Tuomas. Where is that? 

Mr. Frantz. That is not in your book 

Mr. Tuomas. I figured it out someplace last night at about 22 
percent and apparently I have lost my notes. 

Mr. Franvrz. I do not believe you can in that book, Mr. Thomas. 
I may be mistaken, but I do not think you can. 

Mr. Tuomas. I worked it out some place. Instead of it being 20 
percent, it is more than 20 percent. 

Insert that data in the record at this point. 

Mr. Frantz. Yes, sir. 
(The matter referred to is as follows:) 




















| 
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Reimbursements and working funds; other objects_of expense 
Estimate 1957 


i ecntienen I a al ala ase aie enc ashes $213, 057 
I hn no tk nce me nwawemnenecseesas 700 
er en Can kd se acnbamcnnaed 23, 600 
Oe ro ce slcialecwSalee a ween we fag 4, 000 
Se re NII Ki iticcccndderenecacncncwedencess 6, 300 
OF ee on 8 a cccenesaneesaneda 8, 900 
07.1 Reimbursements to other agencies__......._.-..----------- 343, 000 
08 Supplies and materials - - ~~~ Ee eee eee hve wcbewews eae 7, 800 
ee ee tn snennee acca anmewma sets 7, 100 
Si: Tae ee IIIS a hh ected ceccseweceunen 2, 500 
ORGE, GGnOT GOMIOIO! OZBOTBE. 6 ian oon ee eee nenwnons 616, 957 

Less: Reimbursements to other agencies_____...._-...._..-.---- -- — 343, 000 
SOU NOI is o'axal 4s us etch lam 6h ts aah de ae ec bs ava do ares Aadaiiadn 273, 957 

Ratios of (net) other objects: Percent 
RINNE |, Shs 5c oe dh cued nee eeeaeeee. -,. 

Re I ar oss ci ge ga ek Bas ie Dee «nine > swe 


GENERAL AGENCY SUPERVISION 


Mr. Tuomas. Now, let us take a look at ‘General agency super- 
vision.”’ 

That has a whole lot of language on the first 3 or 4 pages, functions 
related to the Congress and functions related to the Chief Executive. 
Just what does this thing cover—the legal staff and what else? 

Mr. Cote. It covers a part of every staff we have. 

Mr. Tuomas. Accounting and bookkeeping? 

Mr. Cots. Yes, accounting and bookkeeping. 

Mr. Tuomas. And the legal staff? 

Mr. Cote. That is right. 


ADMINISTRATIVE EXPENSES 


Mr. Tuomas. Mr. Reporter, insert in the record at this point, the 
first paragraph on page B-1 and page B-5. 
(The matter referred to is as follows:) 


Hovusinc AND Home Finance AGENCY, OFFICE OF THE ADMINISTRATOR 


GENERAL AGENCY SUPERVISION 


The activities budgeted under this heading are those arising from the Adminis- 
trator’s functions as head of the Agency and as the principal housing official of the 
Government. No significant increase in expense for this item is contemplated 
for fiscal 1957, even though the intensity of activities represented has been and 
will continue to increase, along with the rise in the number of programs assigned 
for supervision and the stronger focus on the need for Agency coordination 
generally. 
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Administrative expenses 
































Actual, 1955 | Estimate, 1956 Estimate, 1957 
te eas aa 
| 
Man- | Man- 
| years Amount years Amount 
Personal services: 
SINE 0. ot accnnunneneceiinbee’ 94.2 $686, 965 97.0 $714, 000 
i aah i 18.8 128, 550 16.0 104, 000 
sisicealmseaietl ieicnecdeiilaaiail eee ; 
akin ceieunbbinedndinsidaibtaaeiaacaial 113.0 | 815,515 | 113.0 | 818, 000 4 
Other objects of expense: i 
I a a a a $37, 418 $40, 400 
03 Transportation of things........-- 1, 187 700 
04 Communication services_.....---- 26, 627 22, 000 
05 Rents and utilities_............... 17, 059 23, 000 
06 Printing and reproduction_-_-_-_--_-_- 19, 592 10, 000 
07 Other contractual services -_--_....- 69, 787 14, 400 
08 Supplies and materials............ 10, 489 5, 700 
I Ta 19, 537 2, 500 
15 Taxes and assessments.........--- 1, 551 1, 300 
Os Aiccitinlemedastraemse nenisuaincne | 203, 247 120, 000 
Total, general agency super- 1) ies 
AA aE 1, 018, 762 938, 000 


Mr. Tuomas. This table on page B-5 shows that you had 113 
man-years in 1956. We like to have it in jobs rather than man-years, 
as we can understand what jobs mean. 

In the Department you had 94.2 against 18.8 in the field in 1955. 
You are requesting about 119 for 1957 which is an increase of 6 
positions, and your budget goes down $30,000. That is unusual. 
Where are your increases? 

You have $21,400 for other contractual services, which is an 
increase of $7,000. 

You have an increase of $5,000 in the other objects. What became 
of the rest of it? 

Mr. Puiuurps. There is communication services. 

Mr. Tuomas. Well, there was $120,000 in other objects, in 1956 
and it is $125,000 this year. 

Mr. Coxe. The item for equipment, Mr. Thomas, is different. 

Mr. Tuomas. There is an increase of $3,000 for communication 
services, and $7,000 for other contractual services. 

; The program was $938,000 in 1956, and it has increased to $990,000 
or 1957. 

It is an increase of $52,000 to be exact, with an increase of 6 
man-years. 

Is this what you call your immediate office, Mr. Administrator? 

Mr. Cote. Yes. 

Mr. Tuomas. Do you need all of these people here for agency super- 
vision? These people are not working directly on your programs? 





Mr. Cour. They are working practically on all of the programs. q 
I am working on all of the programs and so is everyone else who is 
involved here, the Deputy Administrator, Congressional Liaison and 
Public Affairs, and those in the Plans and Programs Division. 





Se aR E 
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FIELD EMPLOYMENT FOR AGENCY SUPERVISION 


Mr. Tuomas. Are these people scattered all over the place or just 
in your office? 

Mr. Coz. We have 18 of them in the field. 

Mr. Tuomas. What do these people do in the field? 

Mr. Cote. They are engaged in general supervision of the agency 
in the field. We have only about 3 percent of our total field budget 
charged against this activity. 

Mr. Tuomas. In other words, you charge them against the head- 
quarters office. I believe you said that in very clear language in several 
places. Even though they are in the field, you charge them to the 
central office. 

Mr. Frantz. I think you may be referring to the voluntary home- 
mortgage people who are carried as departmental employees, although 
they are located in the field. 

Mr. Tuomas. That is true in this particular instance here; is it not? 

Mr. Frantz. On this program, there are 17 in the field. 

Mr. Tuomas. In the field, but they are charged to the Department? 

Mr. Frantz. The 17 man-years are field people. 

Mr. Tuomas. Where are they charged? 

Mr. Frantz. They are charged as field costs. 


CoNSOLIDATED CoMPLIANCE ACTIVITIES 


Mr. THomas. Mr. Reporter, we will insert in the record at this 
point pages C-1, 2, and 3. 
(The matter referred to is as follows:) 


CONSOLIDATED COMPLIANCE ACTIVITIES 
INTRODUCTION 


The language of the Independent Offices Appropriation Act, 1955, provided 
funds and legal authority for the establishment and operation of a central staff for 
investigation and compliance functions for the Housing and Home Finance 
Agency. Provision was also made for the consolidation of existing investigation 
and inspection functions performed independently by the several constitutents, 
This authority was used by the Administrator to establish on October 1, 1954, the 
Compliance Division in the Office of the Administrator. 

The establishment of the Compliance Division grew in part out of the special 
investigation beginning in April 1954 of the programs and activities of the Federal 
Housing Administration. At that time, acting at the direction of the President, 
the Administrator ordered the FHA Investigations Section, which had previously 
reported to the FHA General Counsel, to report to the Deputy Administrator 
in charge of the special investigation. The Compliance Division also has in its 
background the directive of the Bureau of the Budget of June 14, 1954. This 
directive instructed each department and agency to undertake a review of its 
inspection program, rules of conduct, procedures and organization with the ob- 
jective of assuring the development of adequate inspection facilities and of sup- 
plementing the investigative, inspection and audit programs carried out by such 
agencies as the Department of Justice, the Civil Service Commission, the General 
Accounting Office, etc. 

The Compliance Division was formed and staffed with employees from the 
former compliance and special investigations staff of the Office of the Admini- 
strator, personnel from the former FHA Investigations Section and certain staff 
from the temporary group employ ed during the FHA special investigation. 
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FUNCTIONS OF THE COMPLIANCE DIVISION 


The Compliance Division directs, coordinates and evaluates the overall com- 
pliance and inspection activities of the Housing and Home Finance Agency. 
The Division maintains appropriate liaison with the heads of the constituent 
agencies and with other agencies in the executive branch to assure the adequate 
enforcement of all housing regulations and the Federal statutes relating thereto. 

The Director, reporting to the Administrator, provides the overall supervision 
of the program. He is assisted by a small professional staff which reviews all 
investigative reports and assists in the administration of the investigative and 
inspection program for the Agency. 


INVESTIGATION BRANCH 


Through its Investigation Branch, the Compliance Division is responsible for 
conducting all criminal and administrative investigations required by the Agency 
with respect to violations of law and other irregularities in the administration of 
the Housing Agency programs, except certain criminal matters which by agree- 
ment with the Attorney General are investigated by the Federal Bureau of 
Investigation. 

All constituent agencies are required to refer to the Division all cases in which 
there is an indication of a possible criminal violation. These cases fall into two 
broad classes: 

1. Those cases which involve the special criminal statutes relating to the 
Agency’s activities or which are integral to Agency program operations. These 
cases are the primary investigative responsibility of the Agency. 

2. Those cases where another investigative agency by law has primary re- 
sponsibility for investigation, or which arise under section 1010 of title 18, United 
States Code, relating to Federal Housing Administration operations. The latter, 
pursuant to an agreement with the Department of Justice, dated April 13, 1954, 
are the investigative responsibility of the Federal Bureau of Investigation. 
These cases, insofar as their criminal aspects are concerned, are processed by the 
Compliance Division only to the extent prerequisite to referral to the FBI or 
other investigative agency having jurisdiction. 

In addition to the mandatory referral of criminal cases, the constituent agencies 
are required to refer to the Compliance Division such matters as by their nature 
require investigation by trained investigators or which are of such nature and 
importance as to require objective investigation as a basis for administrative 
action. 

INSPECTION BRANCH 


Through its Inspection Branch, the Compliance Division is responsible for 
inspecting and reporting upon the inspection, quasi-investigative and other 
facilities within the Office of the Administrator and the constituent agencies which 
are designed to assure integrity and effectiveness in the conduct of operations and 
the performance of activities in accordance with the spirit and intent of congres- 
sional enactments and the policies and procedures established in conformity with 
such enactments. 

This review is not limited narrowly to the mechanisms by which the integrity 
and effectiveness of Agency operations are assured, but embraces the formulation 
of overall Agency inspectional policies and programs, the recommendation of 
means by which greater assurance can be had that high standards of integrity 
and operational effectiveness are maintained, and when necessary includes direct 
inspections of specific offices or activities. The Division does not, however, 
duplicate inspectional services which are otherwise available and in effective 
operation in the constituent agencies. 


WORKLOAD SUMMARY 


Mr. Tuomas. Then we turn to C-3 and I find there is another 
statement here on your workload. We will insert the table on page 
C-3 in the record. 

(The matter referred to is as follows:) 
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WORKLOAD SUMMARY 


When the Compliance Division was established on October 1, 1954, it had on 
hand 788 cases carried over from the FHA special investigation. The table 
which follows shows the trend of workload by quarters since the Division was 
established. 

Compliance Division— Workload summary, by quarters 


Fiscal year 1955 Fiscal year 1956 


2d quarter | 3d quarter 4th quarter | Ist quarter 2d quarter 


788 | 2, 043 | 2, 158 2, 355 2, 384 








On hand, start.....-- skal 

Opened Sil doddeeedes ene Suitemietahinns 1, 689 818 | 783 | 614 | 220 
i evass cpantcenkeses 2,477 | 2, 861 2,941 | 2, 969 2, 604 

CbneNs: 52 aettned hn ikuk 434 | 703 | 586 585 324 
Outstanding, end_......... 2, 043 | 2, 158 | | 2, 355 | 2, 384 | 2, 280 


ANALYSIS OF OUTSTANDING CASELOAD 


The grand total of 2,280 cases outstanding at December 31, 1955, includes 


cases Which are both in a “pending” and a “pending inactive’ status. The term 
“pending” is used to designate the status of an investigative case from the time 
it is received and opened until all investigative activity with respect to it has been 
concluded. The term ‘pending inactive” refers to the status of an investigative 
case between the time that a final report of investigation has been referred for 
administrative action to the proper agency and/or for criminal action to the 
Department of Justice, and the time that the Compliance Division is notified 


of the disposition made by the action agency. 

Mr. Tuomas. Is that your police force, so to speak? 

Mr. Cote. Yes. 

Mr. Tuomas. On hand for 1955 in the fourth quarter, you had 2,158 
cases, and in 1956, you had in the second quarter, 2,: 384 cases. 

Down below there is net closed during the last quarter of 1955, 586. 
Then you have in the second quarter, ‘of 1956, 324. I note that at 
this rate you are 4 years behind with your work. 

Mr. Couz. I do not think that there is any question about it. 
Remember, Mr. Thomas, that this compliance activity only started 
last year. 

Mr. Tuomas. Or the year before last. 

Mr. Coreg. No, last fiscal year, was it not, October 1954? 

Mr. Tuomas. The fiscal year 1955. 

Mr. Coxe. The fiscal year 1955; yes. It was the result of the FHA 
investigation established for that purpose, and there was a tremendous 
number of cases coming out of the FHA investigation. They faced 
an almost insurmountable task to try to dispose of those and I think 
that they are doing an excellent job cutting it down rapidly. 


CATEGORIES OF INVESTIGATIONS 


Mr. Tuomas. Are they ‘those cases where another investigative 
agency by law has primary responsibility for investigation, or which 
arise under section 1010 of title 18, U. S. C.’’? 

Mr. MeEtIstrevut. Under what is known as the fraud statute. 

Mr. THomas. Do you have a copy of it here? 

Mr. Coie. No, we will put it in the record. 

Mr. Tuomas. What is the sum and substance of it? 
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Mr. Metstrevu. That it is a criminal offense to make a false 
statement to induce the Government by action 

Mr. Tuomas. (interposing). That does not apply specifically here 
to housing. That is the old fraud statute. 

Mr. MetstreE.u. That is correct. 

Mr. Coir. You mean the particular one about housing? 

Mr. Tuomas. That is not particularly for the use and benefit of 
housing. What is the nature of your cases where you get these 
tremendous numbers? 

Mr. Metstretu. They are the false statement type of cases. 

Mr. Tuomas. This is section 1010, title 18 of the code: 

Whoever, for the purpose of obtaining any loan or advance of credit from any 
person, partnership, association, or corporation, with the intent that such loan 
or advance of credit shall be offered to or accepted by the Federal Housing 
Administration for insurance or for the purpose of obtaining any extension or 
renewal of any loan, advance of credit or mortgage insured by such Administra- 
tion, or the acceptance, release, or substitution of any security on such a loan, 
advance of credit, or for the purpose of influencing in any way the action of such 
Administration, makes, passes, utters, or publishes any statement knowing the 
same to be false or alters, forges, or counterfeits any instrument, paper or docu- 
ment, or utters, publishes, or passes as true any instrument, paper or document, 
knowing it to have been altered, forged, or counterfeited, or willfully overvalues 
any security, assets, or income, shall be fined not more than $5,000 or imprisoned 
not more than 2 years, or both. 

That is June 25, 1948. That is quite recent. 

Mr. MetstreLut. There are two other false statement statutes, 
section 1001 and section 1012, which are also criminal violations, 
which follow substantially that same language. 

Mr. Tuomas. What is the nature of your other one? 

Mr. Metstrevu. That the violations in connection with construc- 
tion projects and finances under the FHA insurance program, false 
advertising, wage violations—— 

Mr. Tuomas. You mean the Bacon-Davis Act? 

Mr. MBISTRELL. Yes. 

Mr. Tuomas. Does not the Department of Labor enforce that? 

Mr. MeistRELL. No; we have the responsibility for that, in the 
Federal Housing Administration. 

Mr. Toomas. When did you acquire that responsibility? 

Mr. MetstreELL. To my knowledge, I think the Department of 
Labor originally had the enforcement of it. 

Mr. Tuomas. Did that come under the original act? 

Mr. Metstre... I think originally the Department of Labor under- 
took the enforcement of it, but more recently the enforcement has 
been in the Federal Housing Administration. 

Mr. THomas. You say the cases filed fall into two broad classes. 

Mr. Cote. Yes. Could we give you a complete list of them? 

Mr. Tuomas. Surely, give them to us. 

(The matter referred to is as follows:) 

The two broad classes of cases which constituent agencies are required to refer 


to the Compliance Division are those stated on page C-2, and are coded according 
to the following categories: 
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Code 


1 Administration (noncomplaince with agency policies or procedures, etc 

2 False statements (18 U. 8. C. 1001, 1010, 1012, etc.). 

3 Wage violations (failure to pay required prevailing wage rates, misclassi- 
fication of employees, kickbacks, etc., inviolation of the following statutes): 

Davis-Bacon Act 

National Housing Act—Section 212a (FHA) 

3. Housing Act of 1949 (PHA and URA) 

4. Defense Housing and Community Facilities and Services Act of 
1951 (CFA and PHA) 

5. School Survey and Construction Act of 1950 (CFA) 

6. Anti-Kickback Act 

The Department of Labor takes the position that the primary respons- 

: ibility for investigations for compliance with statutory labor standards 

: rests with the housing agencies. The Department of Justice has agreed 

that the Compliance Division in exercising this investigative responsibility 

for all of the constituents of the Housing and Home Finance Agency also 

has primary jurisdiction to investigate violations of the false statements 

statutes (18 U.S. C. 1001, 1010, 1012) in connection with labor violations). 
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i 4 Personnel (misconduct, bribery, conflict of interests, Hatch Act, etc.). 
4 5 False advertising (18 U. S. C. 709). 
: 6 Constructional violations (failure to produce, unsatisfactory construction, 
4 departure from specifications, etc.). 
; 7 Theft (larceny, burglary, embezzlement, etc.). 
: 8 Charter and contractual violations (illegal payment of dividends, engaging 
in unauthorized activities, stock manipulations, etc.). 
9 Title I (all violations in connection with property improvement loans in- 
sured under title I of the National Housing Act). 
i Mr. Meistretyi. Then there are cases involving personal mis- 
; conduct of various kinds, bribery and that type of investigation, and 
: false advertising, which I believe was under the statute passed a year 
or two ago, which prohibits the use of the names of the Federal Hous- 
ing Administration or any similar units which might indicate to the 
; public that materials and supplies were being sold with the endorse- 
: ment of the Federal Housing Administration. 
4 
i SUMMARY OF EXPENSES BY OBJECT CLASS 
; Mr. THomas. Mr. Reporter, will you insert page C-8 in the record 
i at this point. 
4 (The matter referred to is as follows:) 
4 oid 2 Jontpnaiiidieem 
$ Actual, 1955 | Estimate, 1956 | Estimate, 1957 
et oe os p ' oe. | — 
Man- | Man- | Man- 
| years | Amount | years | Amount | years Amount 
| i | | 
PERSONAL SERVICES 
; Total, departmental................ | 45.8 $282, 869 68. o _H, 000 64.5 $407, 000 
OTHER OBJECTS OF EXPENSE wry 9 ee ee | Tae 
OR i Be at 29, 57 eee ks 45, 900 |... = 38, 900 
z 03 Transportation of things..............|.......- OP eg  ¢ Saas 400 
4 04 Communications services. ............}...---_-| fo | eee me i. ....... 13, 000 
‘ OR nn Dwcawauen PO Bi ec Be Batts 11, 000 
4 06 Printing and reproduction. -._........_}......-- BOO Cethinwe 4. 7 1, 200 
5 07 Other contractual services. ...........|.....---| SOON bcicteaiee 5, 400 6, 000 
i 08 Supplies and materials_............-- heed _. | 3,000 |.....- 3, 000 
: OU "SL duieminne Ee Uxendcnse 4, 100 panmasd 3, 000 
4 15 Taxes and assessments.-_....-....-..-- lensoeves OD hentia ning 600 
I iad civ ies naee cteanecnshenbentees i OE acts k i! _ 88,000 _ 78,000 


Total, consolidated compliance ac- 
tivities...... Eh ae Dt ia BEE becwecken Ee 485, 000. 
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Mr. Tuomas. This table shows a total cost of $485,000 this year as 
against $510,000 last year, and 64.5 man-years against 68 last year, 
which means about 70 positions this year against 77 last year and a 
cost for “Other objects’ of $78,000 this year against $88, 000 last year. 
_ For travel, you have $45,900 in 19: 56 and are requesting $38,900 
in 1957. 

Mr. Frantz. Yes, sir. Of course, there is a very heavy travel cost 
in this program. 

PERSONAL SERVICES 


Mr. Tuomas. How many of these people do you have in the field? 
I think I have it someplace. 

Mr. Frantz. I do not think it is here. 

Mr. Tuomas. You want these people in the field and not in the 
District of Columbia? 

Mr. Metsrre.u. Yes, sir, many of them are in the field. 

Mr. Tuomas. How many have you shown in the table here? 

Mr. Frantz. There are about one-third of the staff—which is 
presently about 60—who are physically stationed in the field. 

Mr. Tuomas. Where are they stationed in the field? 

Mr. Frantz. They are located physically at our regional offices, 
but they report administratively to the Director of Compliance here 
in Washington; that is why they are carried as departmental employees 
here. 

They do not report to the regional administrator. 

Mr. Coz. That is right. 


CATEGORIES OF INVESTIGATIONS 


Mr. MetstrRELuL. May I finish this list of categories of investiga- 
tions? 

Mr. Tuomas. Yes, sir. 

Mr. Metstrevu. Another section involves instruction violations; 
that is, failure to follow specifications. 

Mr. THomas. How many indictments have you had returned on 
them? 

Mr. Meisrre.u. I cannot give you offhand the number of indict- 
ments returned. 

Mr. Tuomas. What is the use of having it on there? I never 
hear of many people being indicted for that. 

Mr. Metstrre.u. There are numbers of them. 

Mr. Tuomas. Read that section into the record. Let us see how 
strong it is. Do you have it there? 

Mr. Metstrevu. No; I do not have it. 

Mr. Tuomas. Can you put your finger on that statute? Is it a 
regulation or is it a statute? 

Mr. Metsrre.u. I think it is a regulation for both plans and 
specifications. 

Mr. Tuomas. How many of those complaints do you have pending 
now? 

Mr. MEIsTRELL. Seventy-one. 

Mr. Tuomas. What portion of this total was originated by virtue 
of the windfall cases? 
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Mr. MetstTrRELL. Seventy-one. 

Mr. Tuomas. This Division was originated by virtue of the windfall 
cases back in 1955. As I remember it, you had a supplemental of 
around $500,000, was it not, to set up this office? 

Mr. Frantz. I think the $500,000 item vou are thinking of, Mr. 
Chairman, was a special item to reimburse the FBI. 

Mr. THomas. Then you got some money to set up this office. 

Mr. Frantz. To carry out the special investigation, yes. 

Mr. Tuomas. Why should this be going up every year? 

Mr. Coxe. It is not going up. It is going down. It was set up at 
the time of the special investigation. It was set up, however, to con- 
tinue as a Compliance Division. 

Mr. Tuomas. And to make your investigations of the windfall cases. 

Mr. CoLr. That was a big part of it at ‘that time, but I must point 
out to you that this item is decreasing. We hope it will materially 
decrease. 

Mr. Tuomas. Yes, I see; you are right. 

Mr. Franrz. At the time of the special investigation this staff for 
a brief time was more than twice as big as it is now. 

Mr. Tuomas. It was $339,443 in 1955. 

Mr. Cour. He is talking about the investigative staff that investi- 
gated the FHA cases originally. 

Mr. Franrz. If you will look at table II on page A-11, the line at 
the bottom just above total cost shows FHA special investigations. 
That $254,000 was spent almost entirely in one quarter by a staff of 
135 people, as I recall. That was a one-time operation in connection 
with the special investigation which was then complteed and the staff 
was rapidly cut down to its present level. 

Mr. Tuomas. You are adding 37.1 man-years to your 45.8 man- 
years in your compliance section? 

Mr. Frantz. No; that is over and done with. That is not included 
in the amount on page C-8 

Mr. Tuomas. You come down about 15 percent; is that what you 
mean? 

Mr. Frantz. We have come down people-wise from 130 to 
around 60. 

Mr. Tuomas. You had 45 and 37.1; about 80 man-years at a total 
cost of about $600,000. This year the whole thing comes down to 
$485,000. ‘That is a decrease of about 15 percent? 

Mr. Franrz. I think the figures as you gave them are correct. 

Mr. Tuomas. These are your figures. 

Mr. Franz. J was pointing out the difference between the spending 
in, the first quarter of 1955. 


SUMMARY OF ACTIVITIES OF COMPLIANCE DIVISION 


Mr. Puiuturrps. Mr. Chairman, before we leave the subject of the 
Compliance Division I would like to ask that the Administrator 
have prepared and insert in the record at this point a brief statement 
summarizing or describing the activities of the Compliance Division. 

Mr. Tuomas. All right. 

Mr. Cour. We will put in such a statement, Mr. Phillips. 

(The statement requested follows:) 


2350—56—pt. 2——-7 
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CoMPLIANCE DIVISION 


The Compliance Division of the Office of the Administrator, the permanent and 
continuing investigative arm of the Housing and Home Finance Agency, was 
established on October 1, 1954, in order to consolidate the compliance activities 
which formerly had been performed separately in each of the Agency’s constitu- 
ents. This Division was given responsibility, in accordance with the policy of the 
administration and the authority contained in the Independent Offices Appropria- 
tion Act, 1955, for all investigations of alleged irregularities and misconduct within 
the HHFA which were not the specific responsibility of another Federal investiga- 
tive agency—such as the FBI or Secret Service. This Division was also given 
responsibility for reviewing and coordinating on behalf of the Administrator the 
inspectional facilities throughout the Agency designed to assure integrity and 
effectiveness in the conduct of Agency operations. The decision to bring these 
activities together into a central staff in the Office of the Administrator had two 
bases: (1) The greater effectiveness and economy to be attained in consolidating 
the Agency’s investigative resources and (2) the demonstrated undesirability of 
continuing the system, existing before the FHA investigation, under which certain 
components of the Agency investigated themselves. 

The activities assigned the centralized Compliance Division were not an exten- 
sion of the FHA investigation, but were the routine and continuing compliance 
functions which, prior to the FHA investigation, had been carried on by compliance 
staffs in each component of the Agency. The workload in the compliance area was, 
however, materially increased due to the publicity attendant on the FHA special 
investigation and the orders of the Administrator making mandatory the investiga- 
tion of all allegations of irregularity or misconduct. In addition, some investiga- 
tive work remained to be done in bringing to a satisfactory conclusion certain cases 
which had been developed during the special investigation and the records and 
files of that investigation had to be integrated into the regular investigative and 
administrative files of the Agency. 

Prior to the special investigation of FHA, which began in the spring of 1954, 
the HHFA had formally established two investigative units. One of these, in 
the Office of the Administrator, provided investigative services for the OA and, 
upon request, for PHA and FNMA. This unit had 11 employees. The other 
unit, in the Legal Division of FHA, provided investigative services for FHA 
programs. This unit also had 11 employees. There were in addition, in each 
constituent, attorneys and other employees who were engaged part time on com- 
pliance activities. 

Simultaneously with the liquidation on September 30, 1954, of the Special 
Investigations Office, which was responsible for the FHA investigation, and the 
establishment of the centralized Compliance Division, the two units performing 
routine investigative functions in the OA and FHA were abolished and the staff 
of these units was transferred to the Compliance Division. 

The new Compliance Division had an initial complement of 38 employees; 
22 of these came from the old OA and FHA investigative units and the remainder 
were carefully selected from among the persons who had been recruited from 
outside sources for the Special Investigations Office. 

The workload of the Compliance Division greatly exceeded the original esti- 
mates. By June of last year, it had been necessary to increase the Compliance 
Division staff to a total of 74 employees in order to meet the most urgent demands 
upon it. 

Since then, there has been a decrease in the new caseload of the Division and 
some diminution of the backlog which resulted from the large influx of cases in 
the months immediately following its establishment. For fiscal year 1957, the 
Agency has estimated 63 positions for this activity. This estimate represents a 
reduction of five positions from the 1956 year-end estimate. 

The following table shows the caseload of the centralized Compliance Division 
on December 31, 1955: 
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Total 





Pending 





| Pending inactive ! 

AA tickets betas bccesenteestadanssidipectbuqaeesestses a ee 14 18 
Paths GI onc -cbbcccccswetenssinewescons deciciaahal bsideae inne ebadanmeek 67 37 
Wage Violations... .....2-- 2222 nn een ec nncccen=-2-scnnccnnees cose censeeescoes 19 16 
Pics Woche sk orecdnin ance Kehscewennnrgisonsar neces thscinennnentéons 98 330 
i; . .. ea Se pesnaepeende ee ie eee gs coltrane eb cetera 7 13 
Ce AT ctind 5 bedded le deenss Van screnwent | 50 21 
SNR «ce eel la en die haan aime whe cpaaeneyaouintenien ayia 43 15 
Oar ae Se a nee WRN nin ccmnc corr ncnsacswonsentesoesdecason! 199 | 134 
ee en ae 682 517 

Total, pending and pending inactive. ........-.--. ictiiniatlehdiinitelaiblerd 1,179 1,101 

ES extentions andipncauiiihtieda riddance 2, 280 





1 “Pending inactive’’ refers to the status of a case between the time a report of investigation has been 
referred to the proper agency for administrative and/or criminal action and the time that the Compliance 
Division is notified of the disposition made by the action agency. These cases are carried in the caseload 
figures because in some instances they may be reopened for additional investigation at the request of the 
action agency. 


The caseload is normal for an organization of the size and complexity of the 
Housing and Home Finance Agency. The housing industry and related com- 
munity development activities affect more citizens than any other industry in 
the country today and probably have a greater impact upon the national economy 
than any other industry. Because of the magnitude of the Housing Agency 
programs in connection with housing and community development programs, 
integrity in their administration must be maintained. Individual homeowners, 
building contractors and related trades, bankers, private investors, manufacturers 
and fabricators of the material and equipment used in residential and community 
facilities construction—all have an interest and a stake in the national housing 
program. Because of the nature of the Housing Agency programs, they are 
particularly vulnerable to irregularities and attempts to defraud the public and 
the Government. 


LIQUIDATION OF THE SPECIAL FHA INVESTIGATION STAFF 


The special investigation of FHA was ordered on April 12, 1954. One of the 
first actions taken in the investigation was the establishment, by direction of the 
President, of a consolidated Special Investigations Office under the HHFA 
Deputy Administrator in charge of the FHA inquiry. Because of the urgent 
need for immediate investigative action, the entire staffs of the two then-existing 
investigative units in the OA and FHA were detailed to the Special Investigations 
Office. As rapidly as possible, this core was expanded—through details from 
other agencies and HHFA offices and through temporary employment—to a 
peak of 136 employees in August 1954. The final report on the special investiga- 
tion of FHA was made on August 31. Thereafter, the staff of the Special 
Investigations Office was liquidated as rapidly as possible. By September 30, 
the entire staff of that Office had been terminated, either by reduction in force, 
the termination of details, or absorption into vacancies in the regular complement 
of the Agency. 


MAJOR ACCOMPLISHMENTS OF THE CENTRALIZED COMPLIANCE DIVISION 
Recoveries 

A total of $1,106,134 in recoveries (absolute and potential) resulted from in- 
vestigations conducted between July 1954 and August 1955. 

One case in Norfolk resulted in the payment of approximately a quarter of a 


million dollars by a contractor to the local housing authority; another investiga- 
tion resulted in the disallowance of $13,082.67 under architectural contracts. 


Wage rate violations 


The enforcement of the statutes relating to the payment of prevailing wages on 
federally insured or federally assisted housing projects is, by law, a responsibility 
of the Housing Agency. Skilled and unskilled workmen have received $160,819 
in wage adjustments based upon investigative findings of failure of contractors 
and subcontractors to pay the prevailing wage rates. 
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Oak flooring investigation, Federal Housing Administration 

Extensive investigations conducted by the Compliance Division disclosed that 
it was a widespread practice in the New York City area to substitute grades of 
oak flooring which were inferior to those called for in the specifications for installa- 
tion in FH A-insured homes and multifamily housing projects. Some of the viola- 
tors even went so far as to remove the grade markings on the flooring and substi- 
tute counterfeit grade markings. The present estimate of loss through these 
combined frauds is in excess of $1 million. Although the investigation is still 
continuing, salutary results have already been effected. For example, home 
buyers are being protected and are saving money because of administrative action 
taken to reduce insurance commitments to compensate for substitutions un- 
covered. An FHA office in the affected area advises: ‘‘The achievements attained 
created new respect for FHA, not to mention the thousands of dollars which were 
saved in the adjustment of project costs in our district.’’ In addition, we have 
been informed by representatives of the National Oak Flooring Manufacturers 
Association that subsequent to our investigations sales of No. 1 oak flooring 
reached the highest point since 1945. This was attributed to the curtailment of 
the use of inferior quality flooring which resulted directly from Compliance 
Division investigations. 


GALVESTON HOUSING AUTHORITY—PUBLIC HOUSING ADMINISTRATION 


Recent investigation by the Compliance Division of the Galveston Housing 
Authority has already resulted in the following action: 

1. Indictment of the executive director on eight counts of violating sections 1001 
and 1012 of title 18, United States Code. 

2. Resignation of the executive director. 

3. Institution of proceedings by the Public Housing Administration to require 
the Galveston Housing Authority to turn over to PHA the six housing projects in 
default of the annual contributions contract with PHA. 


JERSEY CITY REDEVELOPMENT ARENCY—-URBAN RENEWAL ADMINISTRATION 


An investigation by the Compliance Division resulted in the conviction of the 
former executive director of the Jersey City Redevelopment Agency for conceal- 
ment of his personal interest in contracts between the Redevelopment Agency and 
an architectural firm in which he had an interest. The sentence was 2 years 
imprisonment and a $5,000 fine. 


VIOLATIONS UNDER LANHAM ACT DISPOSAL——-PUBLIC HOUSING ADMINISTRATION 


The Compliance Division has been of assistance to the Department of Justice 
and the Public Housing Administration in assembling evidence of fraud in connec- 
tion with the purchase of defense housing sold by PHA pursuant to the Lanham 
Act. For example, Louis Ehrlich, of Augusta, Fla., was fined $20,000 and placed 
on probation for 10 years for causing 6 veteran residents to “front” for him in the 
purchase of Lanham Act units for speculative purposes. Appropriate civil action 
is now being considered by the Department of Justice. Evidence of fraud has 
also been uncovered in connection with the purchase of units in Norwayne Homes, 
Wayne, Mich. Certain persons have already been indicted—others are likely to 
follow. 

ALASKA HOUSING 


Evidence has been assembled by the Compliance Division for HHFA and the 
Department of Justice in the States of Texas and Washington and in the Territory 
of Alaska for use in the case of United States v. Anchor Park, Inc., a foreclosure 
action currently being tried at Anchorage, Alaska. This case involves a $4-million 
loan. A receiver was appointed at the beginning of the action to conserve the 
rents and prevent further loss. 


Mr. Tuomas. Gentlemen, let us come back tomorrow morning at 
10 o’clock. 
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Tvespay, Fepruary 7, 1956, 


AGENCYWIDE Urran RENEWAL CooRDINATION 


Mr. Tuomas. Gentlemen, will the committee please come to order 
The committee will continue discussion with the Administrator and 
his staff on his budget needs for the fiscal vear 1957 for the Office of 
the Administrator of the Housing and Home Finance Agency. Let 
us look at urban renewal coordination. 


ADMINISTRATIVE EXPENSES 


Mr. Reporter, insert D—4 of the justifications in the record at this 
point. 
(The matter referred to is as follows:) 


URBAN RENEWAL COORDINATION 
ADMINISTRATIVE EXPENSES 


Administrative expenses for agencywide urban renewal coordination are pro- 
vided in the ‘‘Salaries and expenses”? appropriation to the Administrator. 

The budget request for 1957 is $270,000 compared with an estimate of $225,000 
for the current year. This increase will provide additional staff time to process 
the larger number of workable program certifications and recertifications, urban 
plan approvals and relocation determinations anticipated in the budget year as 
a reflection of expanded urban-renewal activities and increased use of the special 
mortgage insurance programs provided in the National Housing Act. 

The following table compares staffing and expense requirements for the 3 
years covered by the budget: 


Actual 1955 | Estimate 1956 | Estimate 1957 
Man- Man- | Man- 
Am . Am t Am i 
years Amount years A moun years Amount 
Personal services 
Departmental 6.3 $44, 864 13.0 $94, 000 16.0 $113, 000 
Regional offices..._.-- J ic 7.9 54, 572 15.0 96, 500 1s 120, 000 
Total... ams. : ; 14.2 99, 436 28.0 190, 500 34.5 233, 000 
Other objects of expense: 
02 Travel 2, 827 7, 700 &, 000 
03 Transportation of things... 300 500 ROK) 
04 Communication services._--- = 2, 000 1, 600 5, 300 
05 Rents and utilities - 3, 000 7, 200 4, 000 
06 Printing and reproduction_ -- i 1, 500 3, 000 4, 200 
07 Other contractual services- - 1, 000 2 900 5, 500 
08 Supplies and materials_ ---- ; 1, 100 2, 700 3, 200 
09 Equipment : 4, 000 5, 600 5, 600 
15 Taxes and assessments_- 100 300 100 
Total_..-- ot es Jazt 15, 827 34, 500 37, 000 
Total, urban renewal coordination-.- 115, 263 225, 000 270, 000 


Mr. THomas. Summarize for the record pages D-1, D-2, and D-3, 
Mr. Administrator. 

For 1957, you want 34.5 man-years at a cost of $233,000 for 1957, 
which is about 38 or 39 or 40 jobs against 28 man-years in 1956, or 
about 31 or 32 jobs. 

Now, for this crowd, you have a total estimated cost of $270,000 for 


_ 


1957 against $225,000 for last year. Your “other objects’ cost is 
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$37,000 against personnel cost of $233,000. Those other objects are 
creeping up, are they not? 

Mr. Cote. Yes; the program, Mr. Chairman, is advancing. 

Mr. Tuomas. That amounts to about 18 percent. 

Mr. Cote. Yes, sir. 


FUNCTIONS OF THE ADMINISTRATOR IN THE URBAN RENEWAL PROGRAM 


Mr. Tuomas. We can summarize these three pages. I will read the 
first paragraph of your language, as I think it gives the general idea: 


The Congress made it clear, both in terms of specific provisions in the Housing 
Act of 1954 and in the reports of its committees relating to those provisions, that 
the Administrator would be expected to provide the coordination required at the 
Federal level in assisting localities in their efforts to eradicate urban slums and 
blight. To assure that this unified direction would be provided by the Adminis- 
trator, the act vested certain key authorities in him, some of which may not under 
the statute be redelegated. The so-called nondelegable authorities include 
the authority to— 


and you name 4 or 5 of them. 

You are crossing a lot of t’s and dotting a lot of i’s, are you not, 
Mr. Administrator? 

Mr. Cotz. No. We are conducting a very important operation 
which provides for an integrated operation of the Housing Agency. 


Mr. THomas (reading): 


1. Determine whether workable programs submitted by communities meet the 
requirements of the act; and if a favorable determination is made, certify to the 
constituent agencies affected that Federal assistance for slum clearance and urban 
renewal projects and FHA section 220 or 221 insurance may be made available in 
such communities. 

2. Certify as to the maximum number of dwelling units needed for the reloca- 
tion of families to be displaced as a result of governmental action in a com- 
munity and who would be eligible to rent or purchase low-cost dwelling accom- 
modations in properties covered by FHA mortgage insurance under section 221. 

3. Determine that the relocation requirements of section 105 (c) of the act 
have been met. This section requires that there be a feasible method for the 
temporary relocation of families displaced from the urban renewal area, and that 
there are or are being provided decent, safe and sanitary dwellings available to 
such families, generally, as desirable in regard to public utilities and facilities, at 
rents within their financial means, and reasonably accessible to their places of 
employment. 


Why not just turn now and commingle this with the urban renewal 
programs on page G-1? 
PROGRAM HIGHLIGHTS 


Mr. Reporter, we will insert the table on page G—1 in the record at 
this point. ; 
(The matter referred to is as follows:) 
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Stum CLEARANCE AND URBAN RENEWAL 


Program highlights 


[Dollars in thousands] 

















San | Estimate, Estimate, 
Actual, 1955 1956 1957 
—— ae 
Program activities: 
Workable programs: | 
PE. .i.ccicsageatauttedduuduebabndeckecdasiios 53 90 | 90 
I. cxccaahadddebisoensopewnsbnddsbeeneede 0 | 43 | 133 
Title I projects: | | 
New projects approved: 
a a  eehtinns 33 | 51 80 
Ett. oop ulccoushedsad anaubandeudewe 26 | 80 107 
Project status, end of year: | | 
EE. wu a sg auiudenereddnaasonesccusedescuienen 198 | 139 | 112 
Rd 5. wxdaatainkieie Lelalceleaacgenanacmanias 99 161 | 237 
ee  emeedeue | 0 18 | 31 
Demonstration projects: | 
a a al siete wats 2 | 20 | 30 
Oo 2 Oe see Le i ckeinbemned 0} 4} 20 
Urban planning assistance projects: | | 
ie ae nan ial ; 6 | 55 60 
Completed _-_-_.. eiecbacen abide at idea chepinceciadiseasalgtani a 0 25 | 48 
Urban renewal fund: 
Title I advanees and loans: | 
OComGrncts GxecUted. ... .. ....2..----ecccesnennennceo-n=e $42, 388 | $128, 500 $160, 200 
NN wc cbnecdddbeboccsebuddcnnoce 30, 211 | 37, 150 43, 500 
Guaranteed loans_.....-.--- lin 5 nein aiid baad 27, 466 | 35, 000 | 70, 000 
Title I capital grants: | | 
OT OID CROURI 6ns is cocenssnncncecceesenns beni 51, 673 114, 500 | 181, 900 
Sn euaaae i etraiiedhamel 33, 516 | 50, 116 63, 966 
DUE RI hos occa t ho Seo nsastestradansaanwacumiccnss= 38, 034 | 63, 043 | 71, 653 
Urban planning grants: | 
CII ane snes nvocencdseundcecasesensnnne — 16 | 2, 984 | 3, 000 
atin pcdincdcubs? emnasssensndae ninidinbiaaencal 0 | 1, 500 | 2, 400 
Aaministrative expenses: | 
hn td dames miestaoaiahaenid 264. 6 374. 6 | 455. 0 
BE wictivc intcdnatatinedsshebedswhseneichuusebhwenked $2, 213 3 | $3, 099 $3, 700 


Mr. Tuomas. You cannot separate one from the other. Are these 
for two divisions? This renewal crowd certainly has to make those 
determinations. 


COORDINATION OF ACTIVITIES BY OFFICE OF THE ADMINISTRATOR 


Mr. Coir. No, they do not make the determinations which the 
Administrator must make. 

Mr. Thomas, you have here 3 or 4 agencies which are involved in a 
program which affects the communities. You have the Urban Re- 
newal Administration, which provides loans and grants to communities 
in rehabilitation and redevelopment projects, “and you have FHA 
which provides insurance to private investors, and private builders 
to build projects, houses and apartment houses—— 

Mr. Tuomas. Yes, but that is the last step involved. 

Mr. Cote. No, sir, I am sorry, it is not the last step involved. It 
is often the first step, and this is part of the problem. The problem 
has been that Congress has thought in the past—and I was a part of 
the Congress at that time—that it was the last step involved. We 
have now come to the inescapable conclusion that it is not the last 
step but one of the first steps. One of the great difficulties involved 
in the urban renewal program has been that very attitude, if I may 
say so, Mr. Chairman. 
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Mr. Tuomas. I still think that you are crossing an awful lot of 
“t’s” and dotting a lot of ‘‘i’s.”’ 

Mr. Cous. | am trying to explain it, Mr. Chairman. 

Mr. Tuomas. But you have not said anything yet. 

Mr. Coxx. I am still talking, and I am trying to say something, 
and that is this—that in order for the Urban Renewal Administration 
to become effective, in order that private builders may construct 
houses in urban renewal areas, I would say that almost 90 percent of 
the people involved must have FHA insurance. 

Now, if they are to have that insurance, the s must know the plan 
of the urban renewal program and the type of housing planned in 
the area. 

Now, if they know that, they can then go to the FHA and secure 
from them preliminary estimates about what they can do in order to 
secure FHA insurance. 

What I am saying to you, Mr. Thomas, is that the impact of the 
urban renewal program upon FHA, and the impact of the urban 
renewal program upon public housing, and the impact of the urban 
renewal program upon Community Facilities Administration, and 
vice versa is a problem with which I, as Administrator, and the people 
in my office, are concerned. All of these problems are coordinated 
through the Office of the Administrator. 

Mr. Tuomas. These problems have existed ever since you have had 
a slum-clearance program. You are not treading on unexplored 

rritory; are you? 

Mr. Coie. Yes, sir, we are going into unexplored territory. 

Mr. Tuomas. Why are you? 

Mr. Coie. Because the Housing Act of 1949 did not provide for 
this integrated operation in housing and it did not provide for the 
various constituent agencies of the Housing Agency to work together. 
That is in the Housing Act of 1954, and the organization which we 
have set up under it is to handle the new provisions for which the 
Administrator is responsible. 

Mr. THoMAs. wae problems existed whether you attempted to 
work them out, or not. They existed then as they do now. 

Mr. Co.e. Of course they existed; yes. 

Mr. Tuomas. You are saying now that by virtue of a certain 
legislative enactment they have put the duty on you to do these 
things? 

Mr. Coir. No—the duty is on the FHA, and the Urban Renewal 
Administration, and the Public Housing Administration, to do them. 

The problem of coordinating these activities—of seeing to it that 
the Public Housing Administration plans public houses and that the 
Urban Renewal Administration plans urban renewal, and that the 
Community Facilities Administration plans facilities—it is our job 
to coordinate these activities, and this is what this urban renewal 
coordination activity consists of. 

Mr. Tuomas. After all, it is not your job to say how many houses 
are going to be built and what amount of insurance is going to be put 
on them. That is up to FHA. 

Mr. Coir. We do not plan to determine that—— 

Mr. Tuomas. You are duplicating the effort of FHA. 

Mr. Cote. No, sir, we are not duplicating their effort. 

Mr. Tuomas. You are duplicating their effort on public housing 
because they have to make that determination. The statute does 
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not give you the authority to tell the FHA how many units they are 
going to put up. 

Mr. Cour. We do not duplicate any of the work of any of the 
constituents, Mr. Chairman. 

Mr. Tuomas. How is it avoided then? 

Mr. Coe. It is avoided by the way the agencies handle it, FHA has 
authority to insure, which I do not have, and should not have. 

Mr. Tuomas. If they have the authority to insure, and you do not 

care to say that they will insure somebody else, why do they not go 
out and take a look at it themselves and decide it, as it is their re- 
sponsibility to do that, not yours. 

Mr. Cote. It is their responsibility to grant insurance. 

Mr. Tuomas. They are not going to take your word as to how many 
houses are needed in a given localit y they are going to go out and look 
over the situation themselves. 

Mr. Cote. It is my responsibility to see to it that FHA, when they 
begin their consideration with respect to how many areas are to be 
insured in urban renewal programs it is my responsibility to assist 
FHA, to see that they understand what Urban Renewal is doing in 
the community, and to see to it, that URA and FHA work together, 
to see to it that FHA, and PHA have an understanding of the opera- 
tions of each agency in the communities. 


PROCEDURE IN URBAN RENEWAL PROJECT 


Mr. THomas. How do you do it? 

Mr. Couiz. We do it in the field——— 

Mr. Tuomas. Suppose you say to FHA, we are going to clear this 
section and there will be 200 houses there. They think there ought 
to be at least 250 or maybe 150, or whatever number it is? 

Mr. Coxz. Then they disagree. 

Mr. Tuomas. Then their judgment prevails, and not yours? 

Mr. Coxe. Of course it does, and it should. 

Mr. Tuomas. Well, what do you gain, then, by your studies? 

Mr. Cote. It is not a matter of study, Mr. Thomas. It is a matter 
of bringing the two together. Let me give you an illustration of what 
I mean by that. 

The Urban Renewal Administration sells property, sells land. It 
sells the land based upon a plan, and that plan outlines the type of 
housing to be contsructed upon the land. The Urban Renewal Ad- 
ministration does this. They decide how many houses are going to be 
put in there. 

Mr. Tuomas. Take if from the first step. They procure the land 
and they clear it. 

Mr. Coir. They clear the land, but they sell the land also. 

Mr. Tuomas. They clear it and then they turn around and sell it. 

Mr. Coir. Yes; they sell it on a contract, and that contract con- 
tains a redevelopment plan and that redevelopment plan describes 
the number of apartment houses or the number of single-family 
houses, and the other houses that are to be built in the area. 

Now, at the time of the beginning of the plan, and at the time of 
the sale, the builder who plans to construct the housing in this area 
goes to FH. \ to determine whether or not he can get insurance. 

Now, it is absolutely necessary that the two agencies work _ 
gether in developing the plans and in developing the proposals, s 
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that FHA, the builder, Urban Renewal, the local public authority, 
and the city, all understand exactly what the program is to be in the 
future. If they do not understand this in the very earliest stages of 
the proposed project, the builder may purchase this land thinking 
that he has the opportunity to secure FHA insurance and then later 
find that he cannot have it. 

Mr. Tuomas. That is all well and good, but certainly you do not 
need 35 or 40 men to keep that understanding going; do you? That 
is not a recurring problem every day; is it? 

Mr. Coxe. Yes; it is a recurring problem, many times every day, 
a constantly recurring problem. 

Mr. Tuomas. In the sense that it comes up every time you have a 
new project? 

Mr. Coxe. It comes up more frequently than that. 

It comes up every day during the period of working on the new 
project. Each time a city proposes, and executes a new project, the 
URA, FHA, and, frequently, PHA, work together through the office 
of the Administrator. It is the Administrator’s job, using his staff, 
to see that these constituents are in constant contact with each other. 
This is because no one of them can do the job alone; it requires the 
services of all. 

FEDERAL AIDS TO URBAN RENEWAL 


Mr. Tuomas. Mr. Reporter, at this point, we will insert pages G-2 
and G-3. 
(The matter referred to is as follows: ) 


Stum CLEARANCE AND URBAN RENEWAL 
INTRODUCTION 


An increasing number of communities is expected to take advantage of the 
Federal aids for urban renewal through the current and budget vears. Some 196 
cities had obtained approval for the planning or execution of 297 projects to be 
assisted under title I as of the close of 1955. The number of projects completed 
or underway is expected to rise to 398 by the close of the budget year. Approxi- 
mately one-half of the new projects are expected to be initiated in communities 
not represented in the program as of June 30, 1955. Most of the new cities will 
probably be of medium or small size. 


Federal aids to urban renewal 


The urban renewal program authorized in the 1954 amendments to title I of 
the Housing Act of 1949 envisions a long-range campaign to prevent and eliminate 
the conditions of blight that cause new slums, as well as to eradicate existing slum 
areas. Accomplishment of these goals contemplates Federal assistance for plan- 
ning and carrying out community projects aimed at clearance and private re- 
development of slum pockets, and rehabilitation of sound structures and neighbor- 
hoods threatened by blighting influences. 

In the Housing Act of 1954, the Congress continued the original aids available 
to American communities for slum clearance and urban redevelopment, and pro- 
vided new forms of assistance necessary for a total attack on community blight. 
The following aids are available to communities undertaking broad urban re- 
newal projects: 

1. The urban renewal service—Technical assistance is provided to localities, 
upon request, in developing workable programs and in planning and developing 
urban renewal programs. This assistance includes specialized services through 
visits of technicians to communities, as well as guidance and advice on urban re- 
newal techniques through pamphlets and bulletins. 

2. Planning advances.—Federal funds are advanced to local public agencies for 
survevs and plans for urban renewal projects. 

3. Temporary loans.—These provide funds for working capital to finance the 
undertaking of urban renewal projects. 
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4. Definitive (long-term) loans.—These are available for urban renewal projects 
when project land is leased rather than sold for redevelopment. 

5. Capital grants —These are available for up to two-thirds of net project cost, 
that is, the difference or deficit between total project cost and bod disposition 
proceeds; the community contributes the balance of the deficit. 

6. Grants for demonstration projects in urban renewal.—These are aveilable to 
meet up to two-thirds of the cost of demonstration, studies, and reports to test 
urban renewal techniques. 

7. Grants for urban planning assistance-—These are available on a matching 
basis to States to help smaller cities and towns with community planning, and to 
assist metropolitan and regional planning through official agencies, 

8. Special FHA mortgage insurance provisions.—These programs—sections 220 
and 221 of the National Housing Act—provide insurance on favorable terms for 
building or rehabilitating residential property in an urban renewal project area 
and for construction or rehabilitation of low-priced residential accommodations 
to rehouse families displaced, either by urban renewal projects or by other local 
governmental action. 

Mr. Tuomas. Let us read the introductory paragraph. It is exciting 
and very much to the point. Let me read the paragraph at the top 
of page G-2: 

An increasing number of communities is expected to take advantage of the 
Federal aids for urban renewal through the current and budget years. Some 196 
cities had obtained approval for the planning or execution of 297 projects to be 
assisted under title I as of the close of 1955. The number of projects completed 
or underway is expected to rise to 398 by the close of the budget year. Approxi- 
mately one-half of the new projects are expected to be initiated in communities 
not represented in the program as of June 30, 1955. Most of the new cities will 
probably be of medium or small size. 


We were talking about projects yesterday in New York, Philadel- 
phia, and Chicago. 

Mr. Cote. But there are many of medium and small size. 

Mr. Fouutn. That is correct. 

Mr. Coie. There are many more of the medium-sized and small 
cities involved in this program than there are of the larger cities. 

Mr. Tuomas. You have 196 cities. 

Mr. Cote. Yes, sir. 

Mr. Tuomas. With 297 projects involved. 

Some of the big cities that were read into the record yesterday 
have 8 or 9 or 10 projects. 

Mr. Fouurn. New York has, yes; but no other city has that many. 
Chicago has 5 or 6. 

Mr. Tuomas (reading): 

In the Housing Act of 1954, the Congress continued the original aids available 
to American communities for slum clearance and urban redevelopment and pro- 
vided new forms of assistance necessary for a total attack on community blight. 

At this point, what is the amount of money available for loans, 
and what is the amount available for grants? Those are Treasury 
authorizations rather than appropriated funds. I believe the grants 
are appropriated funds. Was that changed in the act of 1955? 

Mr. Fouturn. The amount for capital grants was increased in 1955 
from $500 million to $1 billion eventually, but only $200 million of 
the increase has taken effect thus far. 

Mr. Tuomas. Is that an appropriated fund or a Treasury authori- 
zation? 

Mr. Fouurn. No, sir, that is an authorization to create obligations. 

Mr. Tuomas. Is it a Treasury authorization or appropriated funds? 

Mr. Frantz. It is a contract authorization, and_we get appropri- 
ated funds to make the grant payments. 
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Mr. Tuomas. In other words, Congress has lost control of that $1 
billion? You spend it and come in and say, ‘‘Now, here is the bill; 
pay it.”’ I see no request in here for any appropriated funds for 
grants, is that true? 

Mr. Frantz. No, sir; there is a request for $50 million for 1957. 

Mr. Tuomas. For 1957? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. Where is it? 

Mr. Frantz. On page G-19. 

Mr. Tuomas. Has that $50 million already been spent? 

Mr. Frantz. No, sir; the contracts which would lead to the dis- 
bursement of the $50 million have mainly been executed—not all of 
them, but most of them. 

Mr. Tuomas. In other words, you have created a liability, and now 
you say, “Pay off’’? 

That is no fault of yours. Congress did that. 

What is the other amount? 

Mr. Fouurn. On loans? 

Mr. Tuomas. Yes. 

Mr. Foutrn. It is a $1 billion authorization. 

Mr. Tuomas. That was authorized back in 1950? 

Mr. Fouuin. In 1949. That has not been changed. That is the 
original authorization. So far about $175 million has been committed 
under it. 

Mr. Tuomas. Under the authorization of $1 billion? 

Mr. Fouurn. That is right. 

Mr. THomas. That is a Treasury authorization? 

Mr. Fouuin. Yes, sir; that is correct. 

Mr. Tuomas. You can go to the Treasury to get that money and 
Congress has no say-so in it? 

Mr. Foun. I assume that is correct. 

Mr. Tuomas. How much money has been spent from the half- 
billion in grants? 

Mr. Frantz. Through the fiscal year 1955, approximately $53 
million. 

Mr. Tuomas. $53 million? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. And there is a request in here for $50 million for 1956? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. To pay for contracts which have heretofore been 
entered into? 

Mr. Fouuin. That is correct. 

Mr. Tuomas. Are those contracts binding obligations on the grant? 

Mr. Frantz. Yes, sir; they are. 

Mr. Fouurn. Yes, sir. 

Mr. Tuomas. That is bad business. 

What it amounts to is that you are asking for a blank check for 
$50 million at this time under an existing law which you did not make 
but which Congress did, and Congress is bound to furnish that blank 
check to vou. 

Mr. Coin. We do not consider it a blank check, Mr. Thomas. 
There are many limitations on the terms of it. 

Mr. Tuomas. Does Congress have anything to do with passing 
upon those limitations or commitments? 
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Mr. Coir. Yes; Congress set up the law under which the agencies 
are operating. 

Mr. Tuomas. Of course, you know as well as I know that this is 
one of the few and rare exceptions where Congress turns loose its 
control over the purse strings. In truth and in fact, it has lost control 
over the expenditure of $1.5 billion. There is no other conclusion 
possible. ‘The Congress did it, and if there were any mistakes made, 
Congress will certainly have to shoulder its part of the responsibility 
for the mistakes which were made. 

Do you have a consolidated table here? 

We will save some time if we can have one breakdown of all of the 
costs of these 8 or 9 programs on 1 sheet. 

Do you have that on one sheet that you can put your finger on? 

Mr. Frantz. You are referring to the administrative cost? 

Mr. Tuomas. Yes. 

Mr. Frantz. The administrative cost is on page G-38. 

Mr. Tuomas. For all of these programs? 

Mr. Frantz. Yes, sir. That covers the title I program, the so- 
called demonstration grant program, and the urban planning assist- 
ance program, all three of which are handled by Mr. Follin’s 
organization. 

Mr. Tuomas. This is a consolidation of all “Slum clearance and 
urban renewal” administrative expense, then? 

Mr. Frantz. That is correct. 


SUMMARY OF ADMINISTRATIVE EXPENSES FOR URBAN RENEWAL 
PROGRAM 


Mr. Tuomas. We will insert page G—38 in the record at this point. 
(The matter referred to is as follows:) 


Urban renewal program—Administr ative expense summary 





| 
| 


Actual, 1955 Estimate, 1956 | Estimate, 1957 








Man- | Man- | | Man- 
years | Amount | years | Amount years Amount 
" jiigiatialiin ec amnaantieasice > er Sahl catego enone 
Personal services: 
Departmental - - - - - Giae<eh wal 138.9 | $936,305 | 161.0 | $1,103,000 | 182.0 $1, 232, 000 
se ie a 125.7 | 863,094 | 213.6 | 1,471,000 | 273.0 1, 919, 000 
a a a _...| 264.6 | 1,799,399 | 374.6 | 2,574,000 | 455.0] 3,151,000 
Other objects of expense: 
02 Travel.__....- oa. pane : | 107, 544 | ; 174, 500 200, 000 
03 Transportation of things... .-- E 35, 956 | tall 11, 700 8, 000 
04 Communication services_.-....-._}-- 48, 676 | 63, 100 75, 300 
05 Rents and utility services 58, 744 98, 100 49, 800 
06 Printing and reproduction - 31, 856 52, 300 |-. 63, 400 
07 Other contractual services - - - - 35, 931 47, 000 60, 100 
08 Supplies and materials ; 23, 429 | 28, 700 33, 600 
09 Equipment. -- ‘ : 68, 129 | 45, 100 54, 000 
15 Taxes and assessments... ‘ 3, 528 4, 200 4, 800 
ES scnnc ess ama sie 413, 793 524, 700 549, 000 


Total, slum clearance and ur- | 
ban renewal 2, 213, 192 3, 098, 700 3, 700, 000 


Mr. Tuomas. This table shows 455 man-years for 1957 against 
375 in 1956. The 1957 item is broken down as follows: departmental, 
182; and field, 273. 








1070 


Mr. Puruups. For the fiscal year 1957? 

Mr. Tuomas. Yes. Where are these people in the field located? 

Mr. Foun. In the six regional offices and in Puerto Rico where 
there is an area office. 


PROGRAM HIGHLIGHTS 


WORKABLE PROGRAMS OF SLUM CLEARANCE AND, URBAN RENEWAL 


Mr. Tuomas. Now, under your workable programs, you have 90 
certifications for 1956 and you have 90 for 1957. 

Your project status at the end of the year is an interesting figure. 

Under project planning you had 198 in 1955, 139 in 1956, and for 
1957, 112. ‘That is an estimated figure, I presume. You will execute 
in 1956, 161, and I presume that is an estimated figure? 

Mr. Cote. Yes. 

Mr. Tuomas. The 237 for 1957 is wholly estimated? 

Mr. Coz. That is right. 


DEMONSTRATION PROJECT 


Mr. Tuomas. Under the demonstration projects, you have 20 for 
1956. That is one of your smaller programs? 

Mr. Cote. Yes. 

Mr. Tuomas. How many do you have actually up to January 1, 
or some recent date, for fiscal 1956? You have an estimated figure of 
30 for 1957. 

Mr. Fouurn. We have actually approved at the end of the first 
half of 1956, six projects. 


URBAN PLANNING ASSISTANCE PROJECTS 


Mr. Tuomas. Now, under your urban planning assistance projects, 
you have 55 for 1956. That is an estimated figure, is it? 

Mr. Foun. Yes, sir. 

Mr. Tuomas. What is the latest figure you have on that? 

Mr. Fouu. At the end of December, December 31, we had 
approved 15. 

Mr. Tuomas. Half a year is gone and you have two-thirds of your 
workload yet? 

Mr. Fouurn. That is correct. 

Mr. Tuomas. In other words, will your estimate for 1955 turn 
out to be reasonably correct, or will it be nearer to 45 than 40? 

Mr. Fouuin. It may be a little large as it looks now. 

Mr. Tuomas. And your figure of 60 for 1957 is purely an estimate? 

Mr. Four. Yes, sir. 

Mr. Tuomas. How many projects do you have completed as of 
December 31? 

Mr. Foun. No project is completed on December 31. Most of 
them will not have run 1 year at that time, and they are either of a 
duration of 1 year or longer. 

Mr. Tuomas. Has your work load panned out generally, as you 
had contemplated? 

You announce a new program and you get a lot of interest in it, and 
wid overwhelm you for 30 or 60 days, and then does it not level off 
ater? 
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Mr. Fouurn. It is spotty and some parts of it are behind what we 
thought would be the schedule and some parts of it are away ahead. 


NEW PROJECTS APPROVED 


For instance, if you go to that figure new projects approved, which 
is the third line from the top of the page, you will find we expected 
51 new projects for the whole year, but as indicated yesterday by 
December 31 we had approved 43. 

Mr. Tuomas. This is one of your big ones; is it not? 

Mr. Fouuin. Yes, sir; that is right. 

Mr. Tuomas. As of December 31, you had how many? 

Mr. Fouurn. Forty-three out of fifty-one. 

Mr. THomas. You missed your guess there? 

Mr. Fouuin. Yes, sir. 

Mr. Toomas. What does the remainder of the year look like? 

Mr. Fouurn. We have 48 pending on December 31, and it looks 
like at the end of the year we may have 300 percent of the estimated 
number. 

Mr. Tuomas. By June 30, or are you going by the calendar year? 

Mr. Fouuin. No; June 30. The 43 we have approved and the 48 
we have pending in the office on December 31 will almost give you 
200 percent of 51. 

Mr. Tuomas. You mean that it will double? 

Mr. Four. It will more than double. 

Mr. Tuomas. What about your estimate of 80 for 1957? What will 
that more than likely be? That is purely an estimate; is it not? 

Mr. Fouurn. Yes, sir. 


' ' 
NEW .PROJECTS EXECUTED 


Mr. THomas. What about your execution figure now for 1956? 

Mr. Foun. We estimated 80, on December 31 only 11 had 
been executed. 

Mr. Tuomas. How many do you think you will complete by the 
end of the fiscal year 1956? 

Mr. Fouurn. We will come pretty close to the 80. 

Mr. Tuomas. You have 5 more months to go? 

Mr. Fouun. Yes, sir, we have 5 months to go. For this reason, 
we have stated to the field offices that all old projects had to be out 
of planning and into execution by June 30 next, or be terminated. 

Mr. Tuomas. Does that mean that your 107 figure to be approved 
for execution for 1957 is going to be high? 

Mr. Fouurn. [ do not think so. 

Mr. Tuomas. It may turn out all right? 

Mr. Fouurn. Yes, sir, I do not think the 80 will be far off. 

Mr. Tuomas. It seems to me that you have done a pretty good job. 
I assume that there is bound to be some guesswork in it. 

Mr. Fouuin. There is bound to be, and, after all, an estimate is 
only our best guess or judgment. 
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EXPENDITURES FROM URBAN RENEWAL FUND 


Mr. Tuomas. Let us look at the dollars and cents part of it. On 
contracts executed you have $128,500,000. 

Mr. Fouurn. Yes, sir. 

Mr. Tuomas. What is this figure made up of, loans and grants or 
what, or a combination of both? 

Mr. Fouurn. That is right—loans and advances. 

Mr. Tuomas. Give us a little breakdown of that right quick. 

Mr. Fouuix. Well, the contracts executed for the first half of the 
year were $40 million against $128 million. 

Mr. Tuomas. That is purely 100 percent loans? 

Mr. Fouuin. These are loans; yes, sir. 

Mr. Tuomas. As of today it is 100 percent loans, but it is going 
to turn out to be two-thirds Government? 

Mr. Fouurn. Yes, sir; that is right. 

Mr. Tuomas. Proceed. 

Mr. Fouurn. Only one-third of that in dollar amount had been 
executed by December 31, but there, again, as with the execution 
figure above—they go together—I would expect the entire amount 
estimated here would be contracted by June 30 on account of the 
determination to get these old projects out of planning. 

Mr. Tuomas. And that will be the sum total? 

Mr. Foun. Yes, sir; that will be the sum total of loans. 

Mr. Tuomas. You also have here Federal disbursements and 
guaranteed loans? 

Mr. Fouurn. That is right. 

Mr. Tuomas. They are part of the $128 million figure? 

Mr. Fouuin. Yes, sir. The contract with the agency gives a 
guaranty for the repayment of the private money, so the money does 
not come out of the Treasury. It stands behind their borrowing. 

Mr. Tuomas. How badly are you going to miss your estimate? 
Will it be over or under? 

Mr. Foun. On the $37 million of Federal disbursements? 

Mr. Tuomas. No; stay with the big figure. 

Mr. Foun. I think that we will be very close to the $128 million 
on June 30. The reason for that is we have put out a statement say- 
ing that the old projects have to get into execution, which means they 
will have to be contracted for, or we will close them out. 

Mr. Tuomas. As of December 31 what is the status of them? You 
had $40 million committed. 

Mr. Fouuinx. Yes, $40 million committed out of the $128 million, 
about one-third of it, but I think the other two-thirds will come in the 
second half of the vear. 

Mr. Tuomas. Assuming that it does, how will it affect the $160 
million figure for next year? 

Mr. Four. It will not affect it. 

Mr. Tuomas. You mean it is going to be based on this figure of 80 
under title I, new projects approved? 

Mr. Fouury. That is correct. 

Mr. Tuomas. Did you not figure that might be a little high awhile 
ago? 

Mr. Fouurn. No, sir. 

Mr. Tuomas. Oh, that is one of them that could be low because 
the 51 for 1956 could be doubled? 


rr 


ee 


RIE 








7s 





lar adits oo? x 


ee es 


AAA TY be 


1 hn ee AN lh TIL Nil 8 


Staessen sat inlacdin 


1073 


Mr. Fouuiy. Yes, I think that we will be pretty close to that SO 
figure at the end of the year. 

Mr. Tuomas. If vour rate of increase carries through, it will be 
considerably low? 

Mr. Fouurn. Of course, those new projects will not carry through 
to execution in the same vear. 


CAPITAL GRANTS FOR SLUM CLEARANCE AND URBAN RENEWA! 


Amounts available for obligation 


1955 actual 1956 estimate 1957 estimate 


Appropriation : $39, 000, 000 $50, 000, 000 $50, 000, 000 
Applied to contract authorization —39, 000, 000 — 50, 000, 000 50, 000, 000 
Contract authorization 200, 000, 000 200, 000, 000 
Unobligated balance brought forward (contract authori- 
zation) ! 387, 915, 491 336, 242, 315 421, 742, 318 
Total available for obligation - 387, 915, 491 536, 242, 318 621, 742, 318 
Unobligated balance carried forward (constract authori- 
zation) : | —336, 242,318 | | —421, 742,318 I 439, 842, 318 
Obligations incurred _- 51, 673, 173 114, 500, 000 181, 900, 000 





! Note.—Includes capital grant reservations subject to approval of project plans amounting at close of 
1954 to $281,189,729; 1955, $302,938,797; 1956, $391,742,318; and 1957, $426,624,318 


Analysis of transfers to revolving fund 


1955 actual | 1956 estimate | 1957 estimat: 


Obligated balance brought forward (contract authorization) $84, 084, 509 $96, 757. 682 $161, 257, 682 
Obligations incurred during the year. 51, 673, 173 114, 500, 000 181, 900, 000 

135, 757, 682 211, 257, 682 343, 157, 682 
Obligated balance carried forward (contract authorization) —96, 757, 682 | —161, 257,682 | —293, 157, 682 


Total transfers to revolving fund (out of current appro- 
priations to liquidate contract authorizations) ----- 39, 000, 000 50, 000, 000 50, 000, 000 


Mr. Tuomas. Let us look at the capital grants. You had $114,- 
500,000 for 1956. What does that figure actually turn out to be on 
December 31? 

Mr. Fouurn. On December 31, it was $17 million. 

Mr. THomas. You have a long ways to go there to catch up. 

Mr. Fouurn. That is right, but there, again, those same grants are 
involved in these same projects which we are pushing so hard on. 


PERSONAL SERVICES 


Mr. Tuomas. Let us look at your manpower. You have 374 years 
in 1956, 264 in 1955, and you are requesting 455 man-years in 1957. 

Regardless of your dollars and cents in grants and advances either 
in 1956 or 1957, if you push them, if you are going to do any pushing, 
it takes manpower to do the pushing, does it not? 

Mr. Foun. Yes, sir, that is right, and, of course, we have a new 
phase of the program that we must push on at the same time. We 
must get ahead on this rehabilitation program, because that means 
slum prevention, and that eliminates costly projects if we can make 
that succeed like I think it can. 
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URBAN RENEWAL PROGRAM-——PROJECT PLANNING SUMMARY 


Mr. Frantz. Mr. Chairman, there is a table at the bottom of page 
G-7 which shows the cleanup of the old law program which Mr, Follin 
was discussing. 

Mr. Tuomas. What is that? 

Mr. Frantz. It shows the completion of planning on the old law 
program which Mr. Follin was talking about and the pushing of those 
programs into execution during the balance of this year. 

Mr. Tuomas. There was very little accomplished before 1954 and 
the amended program in 1955. Your actual accomplishment in 
those years was not too good and this table on G—7 gives the status of 
what was done in 1955 and 1956 and 1957 in the way of building and 
what was started in 1951, 1952, 1953, and 1954. Is not that about 
the substance of it? 

Mr. Frantz. That is correct. 

Mr. Foun. It divides it into the old law and the new. 

Mr. Tuomas. We will insert this table which appears at the bottom 
of page G-7 of the justifications in the record at this point. 

(The matter referred to is as follows:) 

The Housing Act of 1954 permitted communities to proceed with existing 
title I projects or to convert these projects to embrace the new and expanding 
objectives of the urban renewal program. ‘Twenty projects are expected to be 
converted in the current year, in addition to the 9 projects converted by the end 
of 1955. The Urban Renewal Administration took steps early in the current 
year to expedite the progress of original title I projects. As a result, it is antici- 
pated that by the close of the current year all but a few original title I projects 
will have moved into the execution stage or be converted to New Housing Act, 
1954, projects, and all will complete planning in the budget year or be terminated 
with accompanying curtailment of Federal planning assistance. 

A detailed summary of the project planning estimates is presented in the 
following table: 


Urban renewal program—Project planning summary 





| Original title I HA, 1954 


Actual, |Estimate,|Estimate,| Actual, |Estimate,| Estimate, 
55 














195 1956 1957 1955 1956 1957 
Active at beginning of year__......----.-.-- 205 171 62 0 27 77 
Conversions, old to new law-__...--------- -9 SE anmidaees 9 il cdndnicme tie 
DO III nS whtietes cwen wewneres cuts 14 1 0 19 50 80 
NE fcete tlh cseunsbiperarerens —14 WEE Ee Sinncay ces ieeeeeU aki d emasinttieaiadeet 
Net active workload ___-._...-.---. 196 122 62 28 97 157 
Completed and carried forward into 
execution. _-_---- se anipuaihapaemin tease eR 25 60 62 1 20 45 
Remaining in planning, end of year------- 171 62 0 27 77 112 


Mr. Four. I would like to point out only one thing on that table, 
and that is that we estimate, come June 30, there will be about 30 old 
projects that we shall feel we have to terminate because they just have 
not made progress in planning, and some of them will have been going 
on for 2 or 3 years. For some reason or other, they cannot get agree- 
ment of the local people on what they want to do or how they are going 
to do it, or they do not have the funds with which to carry through. 

I want to point them out because we have no desire to deprive any 
locality of its benefits under this urban renewal program, but we do 
have to exercise a reasonable amount of administrative discretion in 
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order to prevent the program from being imposed upon. When it is 
imposed upon, that means that planning funds are being used which, 
in the end, we_are not going to get back because the project will not 
go through. 

In some places, they*are not too concerned about hurrying the 
planning because they are using our money and not theirs. It is 
important that we make every benefit of this law available to those 
entitled to it, but at the same time, I think that the committee will 
feel that we have to show proper trusteeship for such things and not 
allow them to,drag on indefinitely. 


STATISTICS ON Hovustina DEMAND 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 





Program by activities: 


Statistics on housing demand--.--_....-- bbcthlowkialdintn oid ee = | $175, 000 
Financing: Fs CS ae eee 
PIL, «ok iaad gah ake dantinnerusuhensn taamin tadabetatibedaadiyeeabsdecawbeiekie 175, 000 


Obligations by objects 


07 Other*contractual services: 
Services performed by other agencies: 
PT Re a UabLeh then Sdbobbiadihdiictbehdabbcuesened $175, 000 


Budget authorizations, ewpenditures and balances 


1955 actual 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 
A PURO. oc icccatiteeccinesstescccsseccceses akan wait vesteaaal | $175, 000 
EXPENDITURES AND BALANCES 


Total expenditures (out of current authorizations) - - . -......- 75, 000 


Mr. Tuomas. Mr. Reporter, we will insert in the record at this 
point pages H-1, and H-2 of the justifications. 
(The matter referred to is as follows:) 


STATISTICS ON Housinc DreMAND 


This appropriation estimate for fiscal 1957 is a new request. If the budget 
estimate is approved, it will provide funds for the Housing and Home Finance 
Administrator to reimburse the Bureau of the Census for housing surveys relating 
to current and prospective housing market demand. The surveys, described in 
more detail below, are designed to round out the basic program of current housing 
statistics surveys that will be undertaken by the Bureau of the Census during 
fiscal 1957. 

The budget proposal for a survey of housing market characteristics stems, in 
part, from the expressed interest of the House Committee on Banking and Cur- 
rency regarding the adequacy of current housing market data on which the 
Housing and Home Finance Administrator based his recommendations for 
housing legislation or which was available to the Congress in its consideration of 
such legislation. ‘The Administrator was requested by the committee to develop 
the program presented in this budget request. 

The Federal Government and the Housing and Home Finance Agency have 
long been handicapped in discharging its responsibilities in the housing field by a 
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lack of adequate current data to cast light, not only on current housing market 
developments, but on future trends as well. During the war and immediate 
postwar period, housing demand so far outran production that the lack of satis- 
factory current market data was far less serious than it is today when the demand- 
supply relationships are less certain. In addition, at a time when the adminis- 
tration and the Congress are faced with the difficult task of seeking to maintain 
overall economic stability—avoiding inflationary upsurges on the one hand, and 
deflationary slumps on the other—an accurate current picture of the housing 
situation is vital. 

It is so important, in fact, that the Agency has been obliged to improvise a 
procedure for attempting to measure month-to-month changes in builders and 
lenders activities in the housing and mortgage markets, utilizing opinion reports 
from FHA and VA field offices. This reporting, however, does not produce 
accurate data on the nature of the potential consumer market demand which 
are required to judge the market for housing a year or two hence. 

In consequence, this appropriation is being requested to make it possible to 
obtain the type of data which are most needed to permit the Housing Adminis- 
trator more satisfactorily to evaluate the housing situation. It is contemplated 
that these funds will be used to reimburse the Bureau of the Census for initiating 
the collection and tabulation of semiannual statistics relating to the character- 
istics and size of current and prospective housing demand. 

Specifically, it is planned that, in conjunction with its regular current population 
survey, the Bureau of the Census would develop semiannual information con- 
cerning a representative sample of families who shifted their residence during the 
previous 6 months’ period and a representative sample of families who did not 
change their residence. For both groups, information will be seucred on the size 
and nature of the families, their economic status, their liquid asset holdings, 
length of residence, veteran status, and size of community. For those who have 
moved, light will also be shed upon the previous quarters, the reason for moving 
and the financing arrangements—type and amount of mortgage, terms of loan, 
monthly charges, etc.—if the new quarters are purchased. 

The collection of this type of recurrent data will provide sorely needed guides 
to current market trends. It will highlight the motivating forces behind recent 
changes in residence and, among the nonmovers, it will provide a basis for more 
effectively assessing the likelihood of their entering the housing market and upon 
the characteristics of the housing they might acquire. As a result, the Housing 
Administrator and the Congress will be in a better position to formulate housing 
gs ies and programs designed to promote general economic stability throughout 
the Nation. 

EXPENSE ESTIMATE 


The entire amount of the appropriation request would be used to reimburse 
the Bureau of the Census for expenses incident to the conduct of the survey. 
Therefore, insofar as the Office of the Administrator is concerned, no personal 
services are involved in the estimate. The item is budgeted as follows: 


Statistics of housing demand 


07 Other contractual services: 
Services performed by other agencies--- -- -- ~~ -- .-2..... $275, 000 
Mr. Tuomas. The justification states, ‘‘The boda proposal for a 
survey of housing market characteristics stems, in part, from the 
expressed interest of the House Committee on Banking and Cur- 
rency regarding the adequacy of current housing market data on 
which the Housing and Home Finance Administrator based his 
recommendations for housing legislation or which was available to the 
Congress in its consideration of such legislation. The Administrator 
was requested by the committee to develop the program presented 
in this budget request.” 


NEED FOR STATISTICS ON HOUSING DEMAND 
When we heard this proposal in the Commerce Subcommittee, it 


was turned down. The Banking and Currency Committee was very 
anxious for it and were considering it at that time. We figured that 
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FHA, the Veterans’ Administration, and the Home Loan Bank Board, 
had a wealth of information on that which was already available 
Since this was turned down in the Commerce Subcommittee, and 
since it comes up again here, | would like to have an explanation of it 

(The following was submitted subsequently to clarify the record: 

The survey of housing market characteristics, for which the Housing Adminis- 
trator is asking funds, is not the same or in any way related to the project for 
which the Bureau of the Census requested money last year. The present request 
involves a study designed to produce semiannual information on some of the 
principal forces which influence housing market demand, such as migration and 
mobility, the characteristics of families who have bought or rented homes recently, 
the way in which they financed new home purchases, the kind of quarters they 
vacated, the reasons for moving, ete. It would also shed light upon the likelihood 
of families continuing to enter the housing market at the same or at different rates 
in the period immediately ahead. 

The Census request which was turned down last year by the Commerce and 
Census Subcommittee, in contrast, was a study to update the 1950 Census of 
Housing. It was intended to measure the net change which had occurred in the 
size, characteristics, and extent of utilization of the standing stock of housing. 
It would not, however, have thrown any light upon the types of persons who had 
purchased new homes or how or why they had moved nor would it have shed any 
light upon the future trend of potential housing demand. In fact, the only 
similarity between the project rejected by the Commerce and Census Subecom- 
mittee last year and the survey of housing market characteristics for which the 
Housing Administrator is now seeking funds, is that they both involve the Bureau 
of the Census as the collection agency. 

Mr. Cote. May I make a statement on this and then ask 
Mr. McFarland to comment on it? 

Mr. Tuomas. Yes. 

Mr. Cote. Mr. Thomas, one of the difficult problems in the 
Government is to have sufficient information available about housing 
starts, about the market, about the availability of funds. We have a 
responsibility to the builders and lenders and to the Congress and to 
the agency to attempt to determine the market not only today, but 
the market tomorrow, and the market the day after tomorrow. 

The Chairman, I am sure, will recall our colloquy of yesterday 
about the market and the lack of statistics and that kind of lack of 
information causes us to have poorer judgment, may I say, than we 
should have. 

Therefore, | am very much concerned about securing proper infor- 
mation upon which to base these decisions. 

Mr. Tuomas. You do not tell us what you are going to do with this 
information. 

Mr. Coz. I will ask Mr. McFarland to comment on that. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. Go ahead, Mr. McFarland. 

Mr. McFaruanp. Mr. Thomas, it is widely believed, I guess, that 
because FHA and the VA insure and guarantee a lot of mortgages, 
that growing out of that insuring and. guaranteeing operation they 
have all of the data and information needed to make really good 
judgments about what is happening in the housing market. That 
is not true. 

Mr. Tuomas. What is that statement? 

Mr. McFar.anp. I say, it is not true that the insuring and guar- 
anteeing operations of the VA and FHA provide them automatically 
with all of the information required about what is happening in the 
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housing market, the information which is needed to make the proper 
kind of judgments which the Housing Administrator has to make. 

Let me say that the housing market today and the economy in 
general are teetering just in balance. It is much more critical to 
know what is happening and what is likely to happen than it was in 
the postwar years when you knew that your housing demand was so 
intensive that you could just assume that any volume of housing 
which was built could be sold. 

Mr. Tuomas. What do you expect to get with this money? My 
Republican friend, Keith McCanse of Kansas heads the FHA office in 
Houston, and if he does not know the answer to how many houses 
they ought to have in that territory and what the price of them ought 
to be, I do not know what the theoretical boys can come up with that 
he cannot get from his contacts in that area and his contacts with 
the people there, and so forth. 

Mr. McFaruanp. One of the things we will do is contact a lot of 
people as well informed as he is. 

Mr. Tuomas. I do not think you will find too many of them down i in 
my section. 

‘Mr. McFaruanp. We have gained a great deal of ‘ial 
through the housing censuses and we have all of these benchmarks 
on the housing inventory, the state of dilapidation, and other things 
which give us an insight into the potential housing demand that there 
will be in coming years. As these benchmarks get out of date, ~~ 
begin to speculate about them. 

Mr. Tuomas. You are getting down to something we can put our 
teeth into. You are getting down to the sampling process first. _. 

Mr. McFartanp. Yes, sir. © 

Mr. Tuomas. The best that you can do is sample. What 1s that 
sampling going to tell you? 

Mr. McFartanp. We want to know something about the families 
who are moving out, and as to the others who stay, why they do not 
move. We can make economic studies to evaluate what their liquid 
assets are and all of these things. We are trying to get some informa- 
tion about the number of people who are likely to move and buy 
houses, and to learn what capacity they have to do it, and what kind 
of houses they would move into. 

Mr. Tuomas. What else? 

Mr. McFartanp. It is widely thought at the present time, or 
many people believe, that we are getting a little thin in the basic 
demand for houses. We have been proceeding 5 or 6 years with a 
seller’s market. One of the critical considerations in determining 
whether or not we can sustain the present levels of housing production 
within the next 4 or 5 years is what the potential demand is and 
what the liquid assets are of families who plan to buy houses. If 
the potential demand and liquid assets of the majority of families 
who plan to buy houses in the next 4 or 5 years are very thin, this 
is a relevant consideration. It is well known that at some point a 
man goes too much in hock to buy a house. If his liquid assets are 
very low and his potentials are marginal, he should not buy a house. 

Mr. Tuomas. Say 1,000 applications are received in 1 or 2 or 3 
months in any typical office that FHA has, those people on the 
ground floor will tell you right quick that 80 percent had an income of 
X dollars. 
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Mr. Core. They will give you that for FHA applicants. FHA in- 
sures about 20 percent of the new starts. 

Mr. Tuomas. The insurance companies are interested in that. 

Mr. Puiturps. Why should we be interested in other than the 20 
percent? 

Mr. Cote. Because our responsibility is to the entire market. The 
Agency’s responsibility, the Administrator’s responsibility, is to the 
entire market, the entire problem of housing, the entire problem of 
whether the programs of the Agency and of the Government have a 
good or bad impact upon the economy. 

Mr. Puiuurps. Then why should not that information be acquired 
either by the lenders, the insurance companies, or perhaps by the Coun- 
cil of Economic Advisers? 

Mr. Coxe. The information which we will receive will be for and 
used by—not entirely, but used by—the Council of Economic Ad- 
visers, the Treasury, the Congress, and everybody interested in the 
problem of whether or not we have a sufficient supply of money avail- 
able for housing. 

Mr. Hunter. Mr. Chairman, may I make a comment on the 
estimate? Because of my responsibility for legislation, I have discussed 
this question with realtors, people in the home building industry and 
also people in the savings and loan business, among others, and they 
have all made the statement that there is not enough statistical data 
available at the present time for them to make intelligent forecasts 
and analyses with respect to housing. They have all asked that 
something be done to provide more information. 

I believe our request to engage in more activity in this field origi- 
nated at the time of discussions last summer with the Council of 
Economic Advisers. I happened to attend those meetings in the 
absence of Mr. Cole. The Council of Economic Advisers asked a 
number of questions we were not able to answer because the necessary 
statistics were not available. This matter came up again in the 
discussions held recently at the invitation of Senator Sparkman, 
chairman of the Housing Subcommittee, attended by representatives 
of the home-building industry, realtors, bankers, Treasury, Federal 
Reserve and others. I believe the consensus of that group was that 
there was a lack, through private sources as well as public sources, 
of statistical information regarding housing which would enable 
Congress, the executive branch and private enterprise to make the 
determinations they should make in regard to national-housing policy. 

Mr. Cots. May I say this about our responsibilities. The FHA 
and the VA recently extended their terms from 25 years to 30 years 
amortization. <A part of the consideration involved in this problem— 
do you have a 25-year or 30-year or 20-year amortization—involves 
the housing market, involves statistics with respect to the housing 
market. The lack of these statistics makes it very difficult for us to 
have accurate judgment in this regard. 





VoLuNTARY Home MortGAGeE Crepit PrRoGRAM 


Mr. Tuomas. We will insert at this point in the record pages E-1, 
K-2, E-3 and E-4 “Voluntary home mortgage credit program.”’ 
(The material referred to follows:) 
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VotuntTaRY Home MortGaGe CreEbit PROGRAM 


Program highlights 





Actual, Estimate, | Estimate, 
1955 1956 1957 








_— eialele “— ee a 


Applications ss eal . . | 9, 986 45, 000 60, 000 
Referrals Se ‘ Shae i nai ted : 68, 000 90, 000 
Loans placed: 
Number lak ‘ aA ae | 2, 59% 18, 000 30, 000 
Dollars (millions) To rear $21. § $150 | $250 
Administrative expenses: | 
Man-years 5 ; i iliac Rik a at ee ad a 24.3 62.0 70.0 
Amount Fe eS eee ee eb ‘ $206, 239 $446, 000 $505, 000 





INTRODUCTION 


Title VI of the Housing Act of 1954 provides for the voluntary home mortgage 
credit program. The purpose of this program is to facilitate the flow of private 
funds for FHA-insured and VA-guaranteed home mortgage loans into remote 
areas and small communities where there may normally be a shortage of local 
capital or inadequate institutional facilities. The program is also designed to 
operate in any area to facilitate the financing of housing for occupancy by members 
of minority groups who have been unable to obtain FH A-insured or V A-guaranteed 
mortgages on reasonable terms. 

The voluntary home mortgage credit program was proposed to the Congress 
by private organizations active in the home financing and home construction 
fields. Under the act, the Government provides staff assistance, office space and 
related facilities. Private industry provides on a voluntary basis the membership 
of the national and regional committees through which the program operates 
and formulates its policies. 

All loans made under the program are made by private lenders with their own 
investment funds. To the extent that the program is successful, the demands for 
direct mortgage lending by the Federal Government—through such facilities as 
the direct loan program of the Veterans’ Administration and the special assistance 
functions of the Federal National Mortgage Association—are minimized. 


ORGANIZATION 


The program is operated by a national committee, with the Housing and Home 
Finance Administrator as chairman, and 16 regional committees. The member- 
ship of these groups is representative of the principal segments of the housing 
and home financing industry. Committee members serve on a voluntary basis. 
The committees act as clearinghouses, assisting applicants by placing insured 
and guaranteed loans with private financing institutions participating in the 
program. 

In addition to the industry membership on the national and regional commit- 
tees, the statute provides for a number of advisory, nonvoting members from the 
Federal Home Loan Bank Board, the Federal Housing Administration, the 
Veterans’ Administration and the Board of Governors of the Federal Reserve 
System. 

AREAS OF OPERATION 


The national committee has established«that all VA ‘direct. loan -areas, ‘plus a 
number of cities and towns of less than 25,000 population in 1950, are eligible for 
assistance. The program does not assist in making mortgage credit available in 
areas experiencing only a temporary shortage of funds. Since mortgage credit 
appears to be inadequate from normal sources for members of minority groups 
throughout the country, there are no area restrictions for minority group 
applications. 

NATIONAL COMMITTEE FUNCTIONS 


The national committee supervises and sets policies for the operation of the 
entire program. It is required to study and review demand and supply of funds 
for residential mortgage loans in all parts of the country and to correlate the 
activities of the regional committees. The Housing and Home Finance Adminis- 
trator, as chairman of the national committee, is required by April 1 of each year 
to make a full report to Congress of the operations of the program. 
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REGIONAL COMMITTEE OPERATIONS 


The staff of each regional committee maintains a rotating referral procedure 
by means of which applications for assistance in obtaining loans are referred to 
participating lending institutions. The staff also provides data for the statistical 
records of program operations. 

An individual or builder eligible for the program’s assistance who is seeking 
FHA-insured or VA-guaranteed mortgage financing for the purchase or construc- 
tion of a home or group of homes may submit an application for assistance to a 
regional committee. The regional committee will refer the application to lenders 
who are participating in the program. The application must be accompanied 
by a certification that the applicant has been refused the type of loan requested 
by two local lending institutions. The referral process is repeated until the loa 
has been committed for by a lender, or until all hope of placement must be 
abandoned. All participating lenders apply their own lending standards 

Each application for assistance is referred first to a local lender, if any, who 
has indicated a willingness to make FH A-insured and VA-guaranteed loans under 
the program and then, if necessary, to other lenders who have indicated a will 
ingness to make such loans in the locality. 


RECORD OF OPERATIONS 


During the first 9 months of full operation, basic policies have been determined 
and operations have been placed on a smoothly functioning basis. By December 
15, 1955, more than 27,000 applications for assistance had been received by the 
regional committees and almost 10,300 loans had been placed with private lending 
institutions. The dollar aggregate of these loans was approximately $86 million 
The detail of this record, showing number and dollar volume by class of applica: 
assisted and average mortgage amounts, is shown in the following table: 


Applicant Number Amount 


Individuals 8,912 $72, O89, 593 
Lenders 25 280), 400 


Builders 1,359 13, 410, 724 
Total 10, 296 85, 780, 717 


\s a result of the referral process, it is probable that some mortgage loans not 
counted in the above summary are placed with local lenders on a conventional 
basis. 

The 8,912 loans placed for individual applicants through December 15, 1955, 
represent a placement ratio of some 41 percent of applications completely proc- 
essed. This is considered to be a very high ratio of placement in view of the 
marginal quality of many of the ouliaiibnn received. The regional committees 
do no credit screening or other underwriting analysis, but refer every eligible 
application received. 

The table below.shows the number of applications, referrals and loans placed 
since the start of program operations: 
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VoLUNTARY Home MortTGAGE CREDIT PROGRAM 


Summary of operations 


Owner- Lender Builder 
Calendar year 1955 occupant agpuee- applica- 
applications tions tions 


Applications: 
Jan. 15 to Mar. 15 1, 845 26 
Mar. 16 to June 15__..._-.--- ‘ ‘i 8, 843 48 
June 16 to Sept. 15_...-....--- > 5, 516 52 
Sept. 16 to Dec. 15 10, 676 40 


Cumulative 


Referrals: 
Jan. 15 to Mar. 15 
Mar. 16 to June 15 
I RNR EDs: 5 fide tinvcobbannsimbadanadione 
Sept. 16 to Dec. 15 


SONI on ano. onsen Rudawieanmied Gee 








Loans placed: 
Jan. 15 to Mar. 15 
gg 3 DO | eee a 
June 16 to Sept. 15_-- 
Sept. 16 to Dec. 15 








Cumulative 





Mr. Tuomas. I notice that loans placed jumped from 2,593 in 1955 
to 18,000 estimated in 1956, and 30,000 estimated in 1957. Dollar- 
wise, they were $21.5 million in 1955 against $150 million estimated 
in 1956 and $250 million estimated in 1957. 


PURPOSE OF PROGRAM 


This is private enterprise trying to funnel money into the small 
communities where the money is normally tight. 

The purpose of this program is to facilitate the flow of private funds for FHA- 
insured and VA-guaranteed home-mortgage loans into remote areas and small 
communities where there may normally be a shortage of local capital or inade- 
quate institutional facilities. The program is also designed to operate in any 
area to facilitate the financing of housing for occupancy by members of minority 
groups who have been unable to obtain FH A-insured or VA-guaranteed mortgages 
on reasonable terms. 

It is a good program. The only thing the Government does is to 
pay the administrative costs; is that correct? 

Mr. Cote. Yes. 

Mr. Tuomas. For fiscal year 1957 you want $505,000 against 
$446,000 for last year. 


ADVANCES FoR Pusiic Works PLANNING 


We will insert in the record at this point F-1 and F-2, ‘‘Advances 
for public works planning.” 
(The material referred to follows:) 





1083 


ADVANCES FOR PusBLic Works PLANNING 
Program highlights 
[Dollars in thousands] 


| Estimate, | Estimate, 
Actual, 1955 | 1956 





Applications 
Approvals: 
Number 
$10, 000 


$6, 400 
Repayments ; | $200 
Administrative expense: 


hs b 65.0 
Amount my ; $500. 0 
| 





LEGISLATIVE BACKGROUND 


Section 702 of the Housing Act of 1954 authorized a 3-year program beginning 
July 1, 1954, of interest-free advances to State and local public agencies for the 
planning of needed public works. Appropriations of $10 million were author- 
ized by the act and $1.5 million was-appropriated in the Supplemental Appro- 
priation Act, 1955. 

The program was designed to encourage creation and maintenance of a reserve 
or “shelf”? of planned public works which could be readily placed under con- 
struction should economic conditions make such action desirable, and to attain 
maximum economy and efficiency in the planning and construction of public 
works. 

The Housing Amendments of 1955 (Public Law 345, 84th Cong., approved 
August 11, 1955) amended section 702 to provide for an expanded program of 
advances for public-works planning. 


CHARACTERISTICS OF THE NEW PROGRAM 


While the original program would have expired after 3 years, the current 
legislation provides for an indefinite program without time limitation. The 
original authorization of $10 million provided by the Housing Act of 1954 was 
used to establish a revolving fund and the fund can be augmented until the 
total $48 million authorization has been made available. Repayments of ad- 
vances are deposited into the revolving fand and are available for additional 
advances for public-works planning. 

The following table summarizes the actual and proposed appropriations to 
the revolving fund under the expanded program: 


{Dollars in millions] 


Fiscal year | Fiscal year Fiscal year 


Authorization (cumulative) 





Appropriation to revolving fund: 
Supplemental Appropriation Act, 1955 
Independent Offices Appropriation Act, 1956-._- 
Estimate, 1957 





As the table shows, the cumulative authorization during the budget year will 
reach $22 million. Under the statute the authorization for the revolving fund 
will increase by an additional $12 million on July 1, 1957, and by $14 million on 
July 1, 1958. When the $48 million level is reached, the authorization for addi- 
tional appropriations is limited to amounts necessary to maintain a total of $48 
million in undisbursed balances and outstanding active advances. 

The advances are designed to finance the cost of engineering and architectural 
surveys, designs, plans, working drawings, specifications, or other actions pre- 
liminary to and in preparation for the construction of State and local public works. 
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The basic concept of the program is to provide a “reservoir” of planned public 
works rather than the “shelf” of public works contemplated by previous 
legislation. 

As under the earlier law, public agencies are required to complete plan prepara- 
tion expeditiously, and must agree to repay advances when construction is started. 
An additional provision provides for repayments of proportionate amounts when 
only a portion of the planned work is undertaken. Advances within any one 
State are limited to not more than 10 percent of the aggregate amount authorized 
to be appropriated to the revolving fund. 


Mr. THomas. I have a note here saying that this is the third 
advance planning program. Is that correct? 

Mr. Frantz. That is a shorthand way of identifving it; yes. 

Mr. Tuomas. I read your own language, which is pretty good: 


Section 702 of the Housing Act of 1954 authorized a 3-year program beginning 
July 1, 1954, of interest-free advances to State and local public agencies for the 
planning of needed public works. Appropriations of $10 million were authorized 
by the act and $1.5 million was appropriated in the Supplemental Appropriation 
Act, 1955. 

But that act has been amended. What is that total authorization, 
$48 million? 

Mr. Frantz. Yes. 

Mr. Tuomas. Over a period of 3 years or 5 vears? 

Mr. Frantz. Four years. It will reach $48 million in 1959, I 
believe. 

WORKLOAD DATA 


Mr. Tuomas. Your applications jumped from 30 in 1955 to 280 
estimated in 1956 and 820 estimated in 1957. How is that figure of 
280 estimated for 1956 turning out? You have your applications 
listed as 280 for 1956. That is bound to be an estimate. How many 
did you have as of December 31? 

Mr. Cote. 90. 

Mr. Tuomas. That is about one-third of your estimate. How do 
you figure your estimate for 1956 will pan out? 280 applications is 
the basis on which you estimate your workload? 

Mr. Hazettine. Yes. The program is rapidly expanding as it is 
becoming better known throughout the country. 

Mr. Tuomas. Do you think you will come within 20 percent of 
your estimated 280 applications received during 1956? 

Mr. Hazevtine. Yes, sir; I think we will hit that rather closely. 

Mr. Tuomas. Within 15 percent, 20 percent, or 25 percent? 

Mr. Haze.tine. I would say 10 to 15 percent. 

Mr. THomas. The amount of approvals is $2,300,000 for 1956. 
That is the estimated figure. These loans are to be repaid at what 
rate of interest if the project goes through? If it does not go through 
we lose what we have put in. What is the limitation? 

Mr. Hazevrine. There is no limitation on individual advances for 
public works planning. The limitation is on the necessity of the 
particular project. 

Mr. Tuomas. Is there any limitation for any State? 

Mr. Hazevrine. There is a 10 percent limitation for any one State 
on the entire program. ‘There is no administrative limitation other 
than development of the project. 

Mr. Tuomas. You mean no dollar limitation? 

Mr. Hazevtine. Yes. 

Mr. Tuomas. What is the average grant for planning? 





4 
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Mr. Haze.tineE. About $15,000. The purpose of the entire pro- 
gram is to promote the construction of good facilities for the various 
communities. We have 1 pending that will be a $20 million or 
$25 million project, in which case a 1-percent advance would be around 
$200,000. 

Mr. Tuomas. Are not your man-year requirements a little high? 
Your workload on December 31 of last year does not indicate you will 
need a 165-percent increase. 

Mr. Hazevtine. Our workload is just beginning. When we started 
with the program in 1954 it was so small that we had to put very 
stringent limitations on eligibility. Those limitations were removed 
in 1955 when the program was expanded to this revolving fund for a 
total of $48 million eventually. The removal of those limitations, of 
course, was done promptly but the knowledge took some time to 
percolate throughout the Nation. 


NEED FOR PLANNING ASSISTANCE 


Mr. Tuomas. We will insert page F—4 in the record at this point, 
where the evidences of need are pretty well summarized. 
(The material referred to follows:) 


ADVANCES FOR PuBLIcC WorRKs PLANNING 


1. Asurvey conducted by the Bureau of the Census at the request of the Council 
of Economic Advisers revealed that out of some 4,000 State and local governments 
reporting, almost 80 percent lacked the funds with which to complete plan prep- 
aration for projects represented in a master plan or capital budget. 

The same survey revealed that the Nation has a $10 billion backlog of water 
and sewerage facility construction alone. The heavy demand for public work 
projects in the water-sewer category has also been demonstrated in recent surveys 
by the United States Public Health Service. 

2. The experience of the first and second advance planning programs, author- 
ized under previous legislation and now in liquidation, illustrates the demand 
for planning assistance. In total, almost 14,000 applications for advances amount 
ing to some $175 million were filed over the active period of approximately 5 years. 
Within the existing criteria and available funds, about 7,700 advances for $62.9 
million were approved. The planning involved projects estimated to cost more 
than $3.6 billion. 

3. The limited program and funds available under the Housing Act of 1954 
authorization made necessary the establishment of very restrictive criteria as to 
eligible applicants, types of application and size of advance. Nevertheless, a 
fairly substantial number of inquiries was received by the agency. With the pas- 
sage of the expanded legislation, public bocies have shown greatly renewed 
interest. In the 5 months since the passage of the amended statute, some 1,020 
inquiries have been received and application forms have been furnished to 575 
interested public agencies. These are expected to result in 170 approved advances 
by the end of the current fiscal year. Of the applications submitted to date, the 
majority is for sanitation and water facilities with educational facilities second. 
In addition, requests for advances have been received for such public works as 
fire stations, street improvements, harbor and dock facilities, civic and municipal 
structures, gas and electric distribution systems, and flood relief. 


Mr. Tuomas. I quote from the top of page F-4: 


A survey conducted by the Bureau of the Census at the request of the Council 
of Economie Advisers revealed that out of some 4,000 State and local governments 
reporting, almost 80 percent lacked the funds with which to complete plan prepa- 
ration for projects represented in a master plan or capital budget. 

That is rather hard to believe, isit not?) The Federal Government is 
about twice as broke as any local community in the country, and the 
local communities do not have enough money to pay for their own 
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advance planning and they come to the Federal Government for the 
money. 

Mr. Hazeutine. That is not exactly the picture, Mr. Chairman. 

Mr. Tuomas. Where am I wrong? 

Mr. Hazevtine. They will have the money at the time when con- 
struction is authorized. 

Mr. Tuomas. When we loan them money to do the construction. 
Are we not going to do that? 

Mr. Haze.rine. Definitely not. 

Mr. THomas. Wait a minute. How long have you been around 
here? 

Mr. Hazettine. The law provides that there is no commitment 
because of our advance for loaning the money later. But what I 
mean is they will have the money to repay the advance when they 
go into construction. 

WORKLOAD DATA 


Mr. Tuomas. We will insert page F—5 in the record. 
(The material referred to follows: ) 


Advances for public-works planning 





Estimate Estimate 
1956 1957 


IE nia cnitieaidh dials civic anitncicnailen péthitheh nti bey aacbaniinpautese 
Applications: 
I ssi Lhasa cated stints ndeagmenamiseeercmenraneak Fi wikia threuniuilip mnonasieabe 
Processed 
Approved 
Advances (millions) 


It is estimated that the average advance under the program will be approxi- 
mately $15,000. 

Experience under earlier programs indicates that at least 1 year passes between 
the filing of an application and the start of construction of the public-works 
projects planned. Inasmuch as advances are not repayable until construction is 
undertaken, no repayments of advances are projected during the current year. 
It is estimated, however, that $200,000 in repayments will be received during the 
budget year and will be available for making additional planning advances. 

The following table shows by type of facility the number and amount of appli- 
cations and advances estimated for the fiscal year 1957: 


Program of advances for public-works planning; estimate of workload, fiscal year 1957 


Sitiiitiine | Advances 
to be to 


Amount of 


processed approved advances 


# 
ot 


Sanitation and water facilities 470 
Hospital and health facilities 5 
Educational facilities 

Public buildings 

Highways, roads and streets 

Miscellaneous public facilities 

Bridges, viaducts and grade separations 


— 
- 


S| SE52228 


S| S8SSS8 


S 


Mr. Tuomas. The $10 million estimated for advances in 1957 
include “Sanitation and water facilities’; “Hospital and health facili- 
ties’; “Educational facilities”; ‘Public buildings”; ‘Highways, roads 
and streets’; ‘‘Miscellaneous public facilities’; and “Bridges, via- 
ducts, and grade separations.”’ 
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CoLLeGeE Hovusine Loan PrRoGRAM 


Administrative expenses 


1955 actual | 1956 estimate | 1957 estimate 





Program by activities: 
Payment to consolidated administrative expense account 
(total obligations) ............. = $384, 000 $538, 000 $1, 100, 000 


Financing: 
Limitation or estimate _- * 384, 000 500, 000 1, 100, 000 
Proposed increase in limitation due to pay increases. _..__|..-.-- 38, 000 


Accrued administrative expenses by objects 


Other contractual services: 
Pay ment to consolidated administrative expense account: 
$384, 000 
ji 538, 000 
s . 1, 100, 000 


We will insert pages I-—1, 12 -2, onl 1-3, ities housing loan program, 
in the record at this point. 
(The material referred to follows:) 


CoLLEGE Hovusinc LoaN PROGRAM 


Program highlights 





| 
| 1955 actual | 1956 estimate | 1957 estimate 


| 
Applications: 
Received ‘ 110 | 300 160 
Approved. - -- i A ea a le 63 | 110 220 
Pending, end of. year. . ciate 98 | 230 73 
Loan amounts (millions): 
Approved applications. ........- , : > oes. 9 | $110.0 $220. 0 
Executed loan contracts | 106. 3 215.0 


Disbursements 2. 2 | 36.3 60. 1 
| 


Administrative expenses: 
Man-years 


Staff expenses : $352, 700 | 577, ! $1, 030, 000 
Services by other agencies _31, 300 7,¢ 70, 000 


Total cost ‘ sansa 5, 1, 100, 000 


87.0 138.0 


1 Accepted prior to exhaustion of authorization. 


The college housing program was created not only in recognition of the urgent 
need for housing of expanding enrollments, but in order to provide such space at 
rentals which the average student could afford. During the hearings before the 
congressional committees, college and university administrators stressed that high 
construction costs and conventional methods of financing made it impossible to 
build dormitories without charging exorbitant rentals. They pointed out that 
the temporary buildings which had been reerected on college campuses to house 
GI’s in the immediate postwar period were rapidly deteriorating and had become 
unsafe and expensive to maintain. The testimony indicated that short of a 
program of outright grants, the only solution was direct Federal loans over a long 
period of years at a very low rate of interest. Mounting enrollments were straining 
the capacity of academic buildings as well as housing, and the program was 
designed to provide a measure of relief on the housing side of the problem. 


LEGISLATIVE BACKGROUND 


Title IV of the Housing Act of 1950 authorized the Administrator of the Housing 
and Home Finance Agency to borrow $300 million from the Treasury for long- 
term loans to institutions of higher learning for the construction of student and 





1088 


faculty housing. This title was substantially amended by the Housing Amend- 
ments of 1955 which made the following major changes in the program: 

1. The authority of the Administrator to determine interest rates was 
withdrawn and a legislative formula was established under which the rate 
was set at the average rate on outstanding Treasury obligations plus one- 
fourth of 1 percent for administrative and other costs—resulting in a lowering 
of the interest rate from 3.25 to 2.75 percent. 

2. The 2.75 percent interest rate was made retroactive to all loans which 
had not been fully disbursed. 

3. The substitution of private financing for Government loans was required 
only when available at equally favorable terms rather than the previously 
‘“‘venerally comparable” terms under which provision private financing had 
been required if available at or below an interest rate of 3.5 percent. 

4. The Treasury borrowing authorization was increased from 300 to 500 
million dollars. 

5. The definition of eligible facilities was expanded to include dining halls, 
student unions, infirmaries, and other essential service facilities. 

6. The maximum maturity was increased from 40 to 50 years. 


EFFECT OF NEW LEGISLATION 


This liberalization of the college housing program by the Housing Amendments 
of 1955 has caused a great expansion in the demand for loans by the colleges and 
universities. 

Activity in the college housing program during the first half of the 1956 fiscal 
year is a very strong indication of the trend which the program will take. The 
following table lists the number and amount of applications received, preliminary 
approvals and reservations of funds and final approvals during that period. 
Compared with any previous half year of the operation of the program, and with 
any previous year, this activity is striking. 


[Amounts in millions] 


Applications | Reservations 
received | of funds 


Approved loans 





| 
Number | Amount | Number | Amount Number | Amount 


| 
| 


July 1955 a 13 $9. ¢ f $17. 
August 1955 7 11 19. 5 | ; 10. 
September 1955 32 46. 16.6 | 
October 1955 , 42 42. 13.8 | 
November 1955_- _--- ; 69 | 82. 2 | 17.6 

December 1955__-------- 56.1 | 20.9 | 


— 


|} ONNNSS 
laaaweorn 





> 
be 
es 
N 
So 


97.0 





The combined effect of the lower interest rate, longer term, and ‘‘equal’”’ terms 
provision is virtually to eliminate any private financing of college housing con- 
struction. Many tax-supported institutions such as the large State colleges and 
universities have not previously borrowed under the program because they could 
command interest rates within the comparable range of interest rates previously 
current under the college housing program. 

The current rate of 2% percent, however, is probably three-eighths to one-half 
of 1 percent under the rate they can obtain under present market conditions and 
they are naturally turning to the Federal program. At low rates of interest it is 
easier for the colleges to work out economically sound projects without increasing 
rentals; self-liquidating projects become possible in some instances and a few 
marginal loans move over into the approvable category. This move away from 
private financing and toward direct Federal loans is reflected in the table above 
where the first 6 months of fiscal 1956 saw the filing of 224 applications totaling 
$256.8 million, as compared with only $317 million in applications filed during the 
first 4 years of the program. 

Combined applications, i. e., those containing both residence halls and expanded 
recreational and dining areas, are anticipated in substantial numbers. 

In general, it is expected that the effect of the legislation, combined with the 
urgent and recognized needs outlined above, will increase the level of program 
operation and workload substantially beyond that experienced to date. 
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EFFECT OF AMENDMENTS TO BASIC ACT 


Mr. THomas. You had an amendment to your act last vear? 

Mr. Haze.tine. Yes, sir. 

Mr. Tuomas. What did it amount to? 

Mr. Hazertine. It lowered the interest rate to 24% percent and 
increased the term to 50 vears instead of 40, and included facilities 
other than housing. 

Mr. Tuomas. Such as what? 

Mr. Hazevtine. Student unions, cafeterias, and other necessary 
facilities for the student group. 

Mr. Tuomas. And increased the borrowing autherization from 
what to what? 

Mr. Hazevtine. From 300 to 500 million dollars. 

Mr. THomas. What did those three additions do to your workload? 
First, what was the interest rate before it was lowered? 

Mr. Hazevtine. Three and one-quarter percent. 

Mr. Tuomas. I understand the Office of the Administrator favored 
those amendments? 

Mr. Cour. No, sir. 

Mr. Hazettine. They practically quadrupled our workload. 

Mr. Tuomas. Let us look at this table on page I-1 and see if it backs 
up your quadrupled workload statement. In 1955 you received 110 
applications; in 1956, 300. 

Mr. Hazettine. That was our estimate, sir. 

Mr. Tuomas. What did it turn out to be as of December 31, 1955, 
the first 6 months of the fiscal year? 

Mr. Coie. Mr. Thomas, may I ask that that figure be almost up 
to date? 

Mr. Tuomas. What is your latest figure? 

Mr. Hazettine. The latest figure through January is 278. 

Mr. Tuomas. Up to January 31? 

Mr. Hazetine. Yes. 

Mr. Tuomas. Two hundred and seventy-eight? 

Mr. Hazetine. Yes. 

Mr. Tuomas. Then your estimate for 1956 will be low by 30 or 40 
percent? 

Mr. Hazevtrine. Possibly, or possibly more than that. 


BASIS OF ADMINISTRATIVE EXPENSE ESTIMATE 


Mr. Tuomas. What do you think your estimate for 1957 will be, 
that is, the applications? That is the basis of all of it. How did you 
arrive at your figure of a total cost of $1,100,000 against $725,000 for 
fiscal year 1956? That is bound to be translated in terms of applica- 
tions received. How many do you think you will receive in fiscal 
1957? How many new applications do you think you will receive in 
fiscal 1957? 

Mr. Hazevtine. We are going to have a big backlog but there is no 
use receiving applications after we are out of money and we expect to 
be out of money by the end of December 1957. 

Mr. Tuomas. You cannot stop the applications from coming in. 
You have not sent out a stop order, have you? 

Mr. Hazevtrne. Not yet. 


72350—56—pt. 2——_9 
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Mr. Tuomas. How many applications do you think you will get in 
fiscal 1957? 

Mr. Hazevtine. During 1957 we ought to get at least 400 total, 
disregarding the authorization problem. 

Mr. Tuomas. And you have a backlog of how many going into 
1957? You have 73 there. It is bound to be i00 or 150? 

Mr. Haze.TiIne. Yes, or more. 

Mr. Tuomas. You will have a workload of 550 applications you 
will have to process. Is that what you are basing your administrative 
cost of $1,100,000 on? 

Mr. Hazevtine. Partially. 

Mr. Toomas. What is the other part? 

Mr. Haze.TINEe. We are basing the total estimate on the number 
of applications that would come in until the time we run out of funds. 

Mr. Tuomas. What point of time is that? 

Mr. Hazevtine. We estimate we will run out of funds by the first 
of January or by December 31, 1957. 

Mr. Tuomas. So this figure of $1,100,000 will have to be supple- 
mented for 1957? 

Mr. Hazextine. No, sir. 

Mr. Coie. Mr. Chairman, not only applications are to be con- 
sidered but the amount of work done in executing the loan contracts. 
That is the additional work to be done now and in 1957. 

Mr. Tuomas. If you are supplied with the funds to carry on your 
program as it is enacted in the act of 1955—when was it passed, 
August or July? 

Mr. Frantz. August. 

Mr. Tuomas. How much more administrative funds will you need 
than you have set up in your budget? 


PROPOSED LEGISLATIVE AMENDMENTS 


Mr. Cote. We are sponsoring legislative proposals which we hope 
will be approved, and they will—— 

Mr. Tuomas. What are those legislative proposals? 

Mr. Coxe. A realistic interest rate which will permit private 
investors to purchase some portion of these bonds. 

Mr. THomas. What will that be? 

Mr. Cour. We have not come to a definite conclusion. 

Mr. Tuomas. What is your thinking? 

Mr. Coutez. That it must be realistic. 

Mr. Tuomas. Something in excess of 3 percent? 

Mr. Coxe. I should think so; yes. 

Mr. Tuomas. What other proposals are you advocating? 

Mr. Cote. That is all, Mr. Chairman, except a small increase in 
the authorization. 

Mr. Tuomas. How. much? 

Mr. Coxe. $100 million. 

Mr. Tuomas. That will make a total of $600 million? 

Mr. Corer. That is correct. 

Mr. Tuomas. What do you think the amount of money required 
for 1957 will be if the amendments do not go through? What portion 
of your total authorization of $500 million has been used in 1954 and 
1955 and prior years? I am trying to find out how many dollars will 
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be committed in fiscal 1957, as you claim ‘you ‘will run out of money 
the first 6 months. 

Mr. Hazettine. We have made loan commitments up to $200 
million less deductions, which is a net of $170 million loan commit- 
ments. The others are in process of approval. 

Mr. THomas. So that you have $300 million to commit and you 
think you will commit that in the first 6 months of fiscal 1957? 

Mr. Frantz. The loan approvals will go all through 1957. 

Mr. Tuomas. This is a revolving fund, is it not? 

Mr. Frantz. Yes. 

Mr. Tuomas. As of now you have $200 million committed, so that 
will leave you $300 million? 

Mr. Frantz. Through 1957, yes. 

Mr. Tuomas. From here on out. 

Mr. Frantz. That is correct. 

Mr. Tuomas. You have roughly $300 million to commit? 

Mr. Frantz. Yes. 

Mr. Tuomas. And you say that will be committed in the first 6 
months of fiscal 1957? 

Mr. Frantz. Earmarked but not finally committed. 

Mr. Hazeutrne. Reserved. 

Mr. THomas. How much more will it take? 

Mr. Coir. We are asking for $100 million. 

Mr. Tuomas. Will that do it? 

Mr. Coun. If we get our legislation. 

Mr. THomas. What if you do not get your legislation? 

Mr. Coir. We will have to come back and talk to you. 

Mr. Tuomas. How much more will it take? 

Mr. Coxe. I do not know. 

Mr. Tuomas. You are bound to have some figure in mind. If your 
legislative proposals are enacted you can hold it down to $100 million. 
Without the legislative proposals, what is your guess as to the amount 
it will take? 

Mr. Coxe. I would say another $500 million. 

Mr. Tuomas. Another $500 million? 

Mr. Cote. Yes, or maybe more. 

Mr. Puruutps. Off the record. 

(Discussion off the record.) 


WORKLOAD DATA 
Mr. Tuomas. We will insert page I-4 in the record at this point. 
(The material referred to follows:) 


Cottece Hovsina Loan Program 


The following table gives the number and amount of new applications which 
have been received during the years 1952-55, during the first 6 months of 1956 
and estimates of the number to be received during the full years of 1956 and 1957: 








During the year Cumulative 


Number Amount | Number Amount 


- | — — 


Fiscal year Millions | Millions 
1952 | $88. 1 | i S88. 
1953 Z ‘ 79.8 167. 
1954 | 76. 6 | | 244. 
1955 ai 72.1 } ' 316 

1956, July 1-Dec. 31 ‘ 256. 8 | 573. 

1956, estimate _.-.--- ' 300. ¢ 616. 

1957, estimate _. . 60. 676. 


MAJOR TRENDS ANTICIPATED 


The major trends anticipated in the college housing program stem from the 
critical need for additional facilities at colleges and universities, the effect of the 
new legislation, and the application of Agency and Administration policies to the 
changed situation. 

The need 

The need for student, student family, and faculty housing has intensified in the 
fall of 1955, and will become even more acute in the fall of 1956, due to the mount- 
ing enrollments, further deterioration of temporary facilities and the increasing 
shortage of offeampus housing. 

Enrollments in colleges and universities in the fall of 1955 were the highest in 
the Nation’s history, just short of 2%4 million students, and higher than the 
veterans’ ‘“‘bulge’”’ in 1949. The projected curve of enrollments ascends at a rapid 
rate to more than 3 million in 1960, to more than 4 million in 1965 and to more 
than 5 million in 1975. 

Nearly all of the temporary barracks and trailers erected in the postwar period 
have outlived their usefulness and are unsafe and uneconomical to maintain. 


Mr. Tuomas. It might be well to read one paragraph on page I-4 
for everybody’s edification. It says: 

The need for student, student family, and faculty housing has intensified in 
the fall of 1955, and will become even more acute in the fall of 1956, due to the 


mounting enrollments, further deterioration of temporary facilities and the in- 
creasing shortage of offcampus housing. 


That statement is a little bit inaccurate in more than one respect, 


in my humble en. In the first place, there is no acute upspurt 


in college enrollment if you use the term ‘‘acute”’ in connection with 
the 1946, 1947, and, 1948 veterans’ enrollment, which was high. It is 
increasing a little under the GI educational program, but not enough 
to be called acute, and in some places it is believed they might have 
reached a saturation point in new buildings and what is left to be done 
is only replacement. 


PURPOSE OF PROPOSED LEGISLATION 


Mr. Vursetyi. Mr. Chairman, I notice Mr. Cole raised the ques- 
tion it would require less loan money if certain legislation was passed. 
Could you tell me what is the purpose of this legislation? Is its pur- 
pose to slow down this program? 

Mr. Corte. The purpose of the legislation, Mr. Vursell, is to make 
it possible to sell a portion of these loans in the private money market 
instead of having all of the loans made directly by the Government 
out of tax funds. 

Mr. Vurseiu. And these loans, as I understand it, are 24% percent 
for 50 years? — 

Mr. HazevtTine. 2% percent. 
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Mr. Vurse.u. The projection indicates we will have cheap money 
for a good while, does it not? 

Mr. Core. In college housing, certainly. 

Mr. VurseEtt. If this program continues. 


Mr. Coxe. Yes. 


PROGRAM OPERATIONS 


Mr. Tuomas. We will insert in the record pages I-6, I-7, and I-8 
at this point. 
(The material referred to follows:) 


CoLLEGE Hovusinac Loan PROGRAM 


PROGRAM OPERATIONS 


As of December 31, 1955, 673 applications for a total of $573.4 million had been 
received. 

As of December 31, 1955, 242 of these applications had been approved, of which 
29 were withdrawn after loan approval or were rescinded after the sale of bonds to 
private investment. 

The 213 currently approved applications total $160.1 million and will provide 
housing for 30,457 men, 17,018 women, 808 student families, and 650 faculty 
members. They will also provide dining facilities, student centers, and health 
facilities costing about $7.2 million. 

Average size of application 

The average amount requested per application was close to $1 million in the 
first 2 years of the program. The average had declined to slightly over $600,000 
by fiscal 1955 in response to the increase in numbers of eligible small colleges after 
the removal of the defense restrictions in 1953, and to the ready availability of 
private funds for the large public institutions at the rates then in effect. 

The liberalized program is attracting the larger State universities with greater 
needs, and applications received during the first 6 months of fiscal 1956 average 
$1.14 million. Therefore, estimates for the 1956 and 1957 years are based on an 
average of $1 million per application. 

Under the old law, most of the larger public institutions were able to get their 
financing at or below the comparable rate. Consequently, applications were in 
the main from schools of lesser size where limitation of loans to demonstrated 
existing need served to keep the total program at a modest level. Under the new 
provisions of the act, however, applications from major public institutions show 
very large actual present needs. Accordingly, individual negotiation to hold 
expansion at each institution to an orderly process caring for only the most urgent 
needs, has been adopted. 

Applications received 

The table on page I—4 indicates the number and amount of applications received 
each year since the beginning of the program, those received in the first 6 months 
of fiscal 1956, and those estimated to be received in fiscal 1956 and 1957. 

Preliminary applications are reviewed for eligibility of the applicant under tl] 
law and need for the facility. If satisfactory to the Office of Education and to 
the Agency, they are given preliminary approval and reservation of funds. While 
not a formal commitment, it assures the applicant that if an otherwise satisfactory 
full application can be developed within 90 days, the request will be approved 
and a firm commitment made. 

The carryover of applications with reservations of funds into the 1956 vear was 
only slightly less than the year before, amounting to 60 applications for $34 mil- 
lion—31 of these were full applications under review in the central and regional 
offices. In addition to applications for which reservations of funds had been made, 
another 38 preliminary applications for $29.5 million were under review in thé 
central and regional offices. 

In estimating the number of applications which can be given prelimina 
approval and reservation of funds during the 1956 and 1957 fiscal vears, the limit- 
ing factor is assumed to be processing capacity as limited by personnel recruit 
ment problems and administrative authorizations. 

Of the 38 applications carried over from 1955, and the projected 300 applications 
to be received in 1956, it is estimated that approximately 230 will be given fund 
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reservations. Assuming 5 percent rejections and withdrawals, this will result 
in a carryover to fiscal 1957 of some 80 preliminary applications. From the re- 
mainder of the authority, including recoveries from repayments and cancellations, 
an estimated 110 fund reservations can be made in the budget year. 
Approved applications 

It is assumed that 110 full applications amounting to $110 million will be ap- 
proved during the current year and 220 amounting to $220 million in 1957. This 
will leave some 60 applications to be approved in fiscal 1958. 

The following table shows the number and amount of full applications approved 


since the inception of the program, together with estimates for the current and 
budget years: 





During the year Cumulative 


| Amount (in 
millions) 


Amount (in 


N ber 
millions) ume! 


Number 


| 


Fiscal year: | 
1952 < ael eae 7 | 25 a 25 | $19.3 
1953 .6 | 88.9 
1954. _. 27.9 | 116.8 
1955 — , 3 | ‘ 162.7 
1956 (estimated) __-- ; : ‘ 272.7 
1957 (estimated) _- ‘. ada aonedtene ‘ 0 | 530 | 492.7 


The approvals listed above are total projects approved: 22 projects totaling 
$27.4 million had been rescinded as of June 30, 1955, generally for private financ- 
ing. It is believed that few loans to be approved at 2% percent interest rate, 
or to which this rate is being retroactively applied, will be sold to private invest- 
ment. Such sales as may occur would be for the first 15 years and represent 
about 27 percent of the loan. 

Operating results 


[In thousands of dollars] 


Loans Net income or loss (—) 


ee ae Before After 
Disbursed Repaid | reserves | reserves 





Fiscal year: 
$862 
13, 887 
34, 875 
32, 175 
36, 300 . 
1957 (estimated) -............. plain bated 60, 100 _ 48 —631 


Total 178, 199 | ‘ g —1, 024 


Mr. Tuomas. It might be well to read two short paragraphs that 
appear on page I—6 into the record: 


The 213 currently approved applications total $160.1 million and will provide 
housing for 30,457 men, 17,018 women, 808 student families, and 650 faculty 
members. They will also provide dining facilitis, student centers and health 
facilities costing about $7.2 million. 

The average amount requested per application was close to $1 million in the 
first 2 years of the program. The average had declined to slightly over $600,000 
by fiscal 1955 in response to the increase in numbers of eligible small colleges after 
the removal of the defense restrictions in 1953, and to the ready availability of 
private funds for the large public institutions at the rates then in effect. 


That is all interesting information. 
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Pusuic Facirtirry Loans 


Administrative expenses 


Program by activities: 
Payment to consolidated administrative expense account 


Financing: | 
Limitation... 


1955 actual | 1956 estimate 


Accrued administrative expenses by objects 


07 Other contractual services: 


Payment to consolidated administrative expense account: 


1956____- 


Amounts available for obligation 








Authorization to expend from public debt receipts - : 

Unobligated balance brought forward (authorization 
expend from public debt receipts) 

Repayments, cancellations, and recovery of prior year obli- 
gations: 


Cancellation of commitments following private financing... 


Other 


Total available for obligation- 
Unobligated balance carried forward 


Obligations incurred (loan commitments) 


to 


1955 actual | 1956 estimate 


$100, 000, 000 


000 


— 159, 500 


100, 340, 500 
— 92, 840, 500 


7, 500, 000 


Analysis of transfers to revolving fund 


Obligated balance brought forward 
Obligations incurred during the year 


Repayments, cancellations, and recovery of prior year obliga- 
tions: 
Cancellation of commitments following private financing 
Other SIE “A 2 ‘ 
Obligated balance carried forward. 


Total transfers to revolving fund 
rransfers above are distributed as follows: 


Out of current authorizations. -_-.....--- 
Out of prior authorizations 


1955 actual | 1956 estimate 


$7, 500, 000 


4, O00, DOO 


000 
500 
500 


— 500, 
159, 
—6, 159, 


1, 000, 000 


1, 000, 000 


We will insert pages J—1, J-2, and J—3, “Public facility loans,” 
’ ) . 
the record at this point. 


(The material referred to follows:) 


195 


7 estimate 


5, 000 


$159, 500 
175, 000 


1957 estimate 


840, 500 


500, 000 


5, 000, 000 


1957 estimate 


», 159, 500 
25, 000, 000 


$1, 159, 500 


500, 000 
445, 125 
104, 625 


O00, OOO 


000, 000 


in 
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Pusuic Factnrity Loans 


Program highlights 





|—____—_ 


400 | 500 
Applications 200 | 300 
Approvals aa sama ~ pakeeienn pennies 50 165 
Commitments..............- ; . ; : ; | $7, 500, 000 $25, 000, 000 
Disbursements ves acs bei die eee $500, 000 $7, 250, 000 
Administrative expenses: | 

Man-years : eg : : : | 21.0 | 61.5 

Amount pianos ates , $159, 500 $475, 000 


Inquiries 


| Estimate 1956 Estimate 1957 
| 
| 


LEGISLATIVE BACKGROUND 


Title II of the Housing Amendments of 1955 authorized the Housing and 
Home Finance Administrator, acting through the Community Facilities Adminis- 
tration, to purchase the securities and obligations of, or make loans to, States, 
municipalities and other political subdivisions of States, public agencies, and 
instrumentalities of one or more States, municipalities and political subdivisions 
of States, and public corporations, boards, and commissions established under the 
laws of any State, to finance specific public projects under State or municipal law. 
No such purchase or loan may be made for payment of ordinary governmental or 
nonproject operating expenses. 

These authorities are subject to the following restrictions and limitations: 

(a) Financial assistance may not be extended unless credit is not otherwise 
available on reasonable terms, and unless the loan or purchase is of such sound 
value or so secured as reasonably to assure retirement or repayment. 

(b) No assistance may be extended, including renewals or extensions, for matur- 
ity dates in excess of 40 years. 

The act further provides that, in the processing of applications for financial 
assistance, priority shall be given to smaller municipalities for assistance in the 
construction of basic public works, including storage, treatment, purification and 
distribution of water; sewage, sewage treatment, and sewer facilities; and gas 
distribution systems, for which there is an urgent and vital public need. (A 
“smaller municipality” is defined in the act as an incorporated or unincorporated 
town, or other political subdivision of a State, which had a population of less than 
10,000 inhabitants at the time of the last Federal census.) 

Public facility loans under the RFC Liquidation Act.—Title II also provided that 
no further loans be made under section 108 of the RFC Liquidation Act, as 
amended, except pursuant to applications for such loans filed prior to the date of 
enactment of the Housing Amendments of 1955. In anticipation of the termina- 
tion of the program under the earlier statute, the Agency by administrative action 
determined not to commit any loan funds out of moneys appropriated to the 
Public Law 163 revolving fund. All approvals were held for commitment against 
the revolving fund established pursuant to title II of the Housing Amendments of 
1955. 

The Agency has proposed that the unappropriated authorization for the original 
revolving fund be canceled and that the unobligated balance of the amount hereto- 
fore appropriated to the fund be rescinded. At the same time, it is proposed that 
advances from the fund for administrative expenses, and interest thereon, during 
fiscal 1955 and a portion of 1956 be canceled. Adoption of this proposal, contained 
in the authorization language for inclusion in the bill, will obviate the necessity of 
maintaining corporate and fiscal records for an inactive program and revolving 
fund. It will also simplify other budgetary and reporting requirements. 

Program funds.—The act authorizes and empowers the Administrator to issue 
to the Secretary of the Treasury from time to time and to have outstanding at any 
one time notes and other obligations in an amount not exceeding $100 million. 
Funds borrowed and any proceeds constitute a revolving fund which may be used 
by the Administrator in the exercise of his functions under title Il. The budget 
and work program is based on the use of $7.5 million of the authorization during 
the current year and $25 million during the budget year. 

As indicated above, the Agency is responsible for determining that credit is 
extended only where such credit is not otherwise available on reasonable terms 
and conditions and that the loans made or securities purchased are reasonably 
good risks. 
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These conditions are expected to result in applications which private banking 
channels will not accept unless the purchasers are adequately compensated for 
the greater risk taken, either by higher than normal interest rates, or by tighter 
than normal terms and conditions; and in requests for the Government to approve 
loans which are not of sound value. 

Initial steps essential to sound administration required (a) an accurate estimate 
of the need to be met; (b) a determination of the proper level or levels of interest 
rates; and (c) establishment of administrative safeguards to enable the Agency 
to meet this need within the terms of the law. 


SURVEY OF THE NEED 


In order to consider these initial problems, a field survey was made. This was 
in addition to studying all the hearings and debates on the legislation and on related 
proposals before the Congress. Organizations of municipal officials, municipal 
credit-rating agencies, investment banking firms, and individuals familiar with 
the municipal field were consulted. The sample was small but of very high 
quality. 

From this survey it was concluded that the need for this program exists pre- 
dominantly in those States somewhat removed from the money markets, or juris- 
dictions where the laws governing municipal finance are unfavorable, and even 
in these States only to municipalities and taxing districts of less than 2,500 to 5,000 
population, and in many instances to those with less than 1,000 population. It 
is also expected that in the majority of cases the securities offered by such small 
municipalities will be for the construction of new or extended public facilities 
(sewer collection systems, sewage disposal plants, water, and gas distribution 
systems), and, consequently, will be largely revenue bonds, or a combination of 
revenue bonds, general obligations and even ‘“‘general-special’”’ assessment bonds, 
where the anticipated public facility earnings will be too small to support a revenue 
issue large enough to construct the needed facility. 

“A recent survey of over 2,000 municipalities conducted by the United States 
Public Health Service, revealed that approximately 815 water svstems were 
not providing reasonably adequate service. Included were all United States 
communities of over 10,000 population plus a 40-percent sample of communities 
with a population range of 5-10,000. The survey disclosed that 28.5 percent or 232 
communities were unable to provide improvements because of financing difficul- 
ties. In addition, during the legislative hearings on this program emphasis was 
placed on the control of water pollution. The responsibility to a great measure 
for solution of this problem rests with the municipalities.” 


Mr. Tuomas. Who will summarize this program for us? The justi- 
fication states: 


Title II of the Housing Amendments of 1955 authorized the Housing and 
Home Finance Administrator, acting through the Community Facilities Admin- 
istration, to purchase the securities and obligations of, or make loans to, States, 
municipalities and other political subdivisions of States, public agencies, and 
instrumentalities of one or more States, municipalities, and political subdivisions 
of States, and public corporations, boards, and commissions established under 
the laws of any State, to finance specific public projects under State or municipal 
law. No such purchase or loan may be made for payment of ordinary govern- 
mental or nonproject operating expenses. 

These authorities are subject to the following restrictions and limitations: 

(a) Financial assistance may not be extended unless credit is not otherwise 
available on reasonable terms, and unless the loan or purchase is of such sound 
value or so secured as reasonably to assure retirement or repayment. 

(b) No assistance may be extended, including renewals or extensions, for 
maturity dates in excess of 40 years. 


PROGRAM FUNDS 


What is the amount of authorization dollarwise? 
Mr. Hazevtine. $100 million. 

Mr. Tuomas. Is this all loans or loans and grants? 
Mr. Hazetine. All loans. 

Mr. Tuomas. What is the limitation on it? 
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Mr. Hazettine. The priority for a loan is to municipalities under 
10,000. 

Mr. Tuomas. Over 10,000 in population? 

Mr. Hazextine. Under 10,000. 

Mr. Tuomas. What is the one for the bigger towns? 

Mr. Hazettine. This money is available to towns larger than 
10,000 but priority is given to towns under 10,000. 

Mr. Tuomas. And there is $100 million authorization. Is this a 
Treasury loan? 

Mr. Frantz. Treasury borrowing authorization; yes, sir. 

Mr. Tuomas. What is the duration of it? 

Mr. Hazertine. It is a revolving fund. 

Mr. Tuomas. Set up indefinitely? Is there a limitation on the 
revolving fund? 

Mr. Hazertine. There is no limitation on it. 

Mr. Tuomas. Are you sure? 

Mr. Cote. There is no limitation. 

Mr. Tuomas. What is the rate of interest charged? 

Mr. Hazevtine. 3% percent for a 30-year general obligation 
bond. It is on a sliding scale and it will be one-fourth percent 
higher for each 5-year increment lengthening the 30-year maturity 
period, or one-fourth percent lower for each 5 -year shortening of the 
30-year maturity period. 

Mr. THomas. These are loans by virtue of the issuance of revenue 
bonds only? 

Mr. Hazettine. No, sir. 

Mr. THomas. You say: 

No such purchase or loan may be made for payment of ordinary governmental 
or nonproject operating expenses. 

Do you not exclude everything except revenue bonds? Do you not 
limit it to revenue producing bonds? 

Mr. Hazettine. No; general-obligation bonds, revenue-producing 
bonds, and it also permits straight loans in conjunction with banks. 

Mr. Tuomas. How sound are your requirements? Here is a city 
that needs $1 million to build a plant and it is operating in the red 
every year. 

Mr. Hazettine. The law provides that no loans will be made that 
cannot reasonably be expected to be paid. Our analysts make a study 
and if it turns out to be one that would not pay off, we do not make 
the loan. 

Mr. Tuomas. This is a program that the advance planning money 

really sets into locomotion; does it not? 

Mr. Hazeurine. It could. 

Mr. Coe. There is a distinction, in my mind, at least, from a 
policy standpoint. I understand your connection between the two 
Mr. Chairman. The reason for the distinction is that the agency 
recommended the first and did not recommend the other. In other 
words, we did not recommend the public facility loan program. 


VALUE OF PRIOR PROGRAMS 


Mr. Tuomas. Of course public-facility loan programs 1 and 2 did 
not provide money to set them in operation. 
Mr. Cote. The planning did not. 
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Mr. Tuomas. They did not turn out to be very successful, either. 
I know we rescinded some. What about that, Mr. Seward? 

Mr. Sewarp. I disagree with you, Mr. Chairman, that they were 
not successful. I think the economy of the country was very ma- 
terially strengthened by the operation of these two programs in that 
they got carefully planned and developed public works and got them 
prior to the time they faced a crisis. 

Mr. Tuomas. I will agree with you on that broad general language. 
Both programs were set up to take care of some emergency conditions. 
We had the tightest economy the country has known. How much 
did we get back on programs 1 and 2? 

Mr. Sewarp. The repayments to date are running about 60 or 65 
percent. 

Mr. Tuomas. On both of them? 

Mr. Sewarp. Yes, sir. 

Mr. Tuomas. That is not too bad. 

Mr. Sewarp. And there will be considerably more coming back. 

Mr. Tuomas. A man could not make money loaning money and 
getting back 60 or 65 percent. How long would he stay in business? 


WORKLOAD DATA 


Let us look at the workload. In 1956 you had 400 inquiries. That 
is your estimate for 1956. How many inquiries did you have as of 
December 31? That is the basis of your workload. 

Mr. Hazevtine. That is the basis. We answer all inquiries. 

Mr. Txomas. What is the number as of December 31? 

Mr. Haze.tine. We had 400 or perhaps 600 inquiries as of De- 
cember 31, 400 of them coming into the regions, of which very few 


have developed into straight applications as yet. 

Mr. Tuomas. Your figure of 400 was low, then? 

Mr. Hazevtine. The inquiries were higher than that, yes. I think 
they will reduce in 1957. 

Mr. Tuomas. How many applications did you approve in 1956? 

Mr. Haze.tine. Applications approved in 1956 to date are five. 
[ am taking this through January 27. 

Mr. TuHomas. Five in 7 months and you estimated about 30 in 7 
months. 

Mr. Hazevtine. We are having a great deal of difficulty in getting 
the necessary answers from the applicants in order to get through to 
the complete approval. 

Mr. Tuomas. Then your estimate for 1956 is considerably out of 
line. What is the total amount for the five approved? 

Mr. Hazettine. $303,000 total. 

Mr. Tuomas. There is no limitation on the amount of any appli- 
cation? 

Mr. Hazettine. That is right. 

Mr. Tuomas. But there is a limitation of 10 percent to a State of the 
total fund? 

Mr. Hazettine. No, sir. 

Mr. Tuomas. You mean we can loan it all to one State? 

Mr. Hazetrine. That is right. 

Mr. Tuomas. $300,000 is the average so far? 

Mr. Hazevtine. No, about $60,000; $300,000 is for all 5 of them. 
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Mr. Tuomas. That is the total? 

Mr. Hazetine. Yes. 

Mr. Tuomas. An average of $60,000 each? 

Mr. Hazettine. Yes; the size of the towns ran from 200 to 886 in 
population. 

Mr. Tuomas. This year your people are twiddling their thumbs. 
You do not need those you have. 

Mr. Hazevtrine. We do not need them? 

Mr. Tuomas. I am asking you. On the basis of your figures I 
would say no. 

Mr. Hazettine. This program is just beginning to roll. 

Mr. Tuomas. When did it go into operation? 

Mr. Hazevitine. August 1955. 

Mr. Frantz. But the application forms have not been available 
to the communities that long. 

Mr. Hazevtine. This had to be a new program, all procedures 
had to be developed for it, and the application forms were not ready 
urtil October or November. 

Mr. Tuomas. Then you might reach your estimate? 

Mr. Hazevtine. Yes. 


NEED FOR PROGRAM 


Mr. Tuomas. Quoting from page J-3: 


In order to consider these initial problems, a field survey was made. This was 
in addition to studying all the hearings and debates on the legislation and on 
related proposals before the Congress. Organizations of municipal officials, 
municipal credit-rating agencies, investment banking firms, and individuals 
familiar with the municipal field were consulted. The sample was small but of 
very high quality. * * * 

* * * A recent survey of over 2,000 municipalities conducted by the United 
States Public Health Service, revealed that approximately 815 water systems 
were not providing reasonably adequate service. Included were all United 
States communities of over 10,000 population plus a 40 percent sample of com- 
munities with a population range of five to ten thousand. The survey disclosed 
that 28.5 percent or 232 communities were unable to provide improvements 
because of financing difficulties. In addition, during the legislative hearings on 
this program emphasis was placed on the control of water pollution. The 
responsibility to a great measure for solution of this problem rests with the 
municipalities. 


And they come to poor Uncle Sam to get the money. 

Mr. Haze.tine. We hope it will not be that way because if we 
help them develop their planning we hope the private investing public 
will provide the funds. 


REVOLVING Funp (LiquIDATING PROGRAMS) 


Administrative expenses 


1955 actual | 1956 estimate | 1957 estimate 


Program by activities: 
1. Management and disposition of loans and investments $401, 232 | $420, 000 | $403, 000 
2. Development of real property -- : 7 61, 900 | RAO Fone nan 
3. Management of real property ae 1, 669, 168 1, 054, 000 | 640, 000 
4. Disposition of real property sl ie 1, 757, 207 | 1, 273, 000 1, 267, 000 
Total administrative expenses- . al 3, 889, 507 2, 758, 000 2, 310, 000 
Financing 
Unobligated balance no longer available... .........---- . 50, 493 
Limitation ___--- i J ‘ 3, 940, 000 2, 600, 000 2, 310, 000 
Proposed increase in limitation due to pay increase - ae anita 158, 000 
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Accrued administrative expenses by objects 


Obiect classification 1955 actual 1956 estimat 
Other contractual services 
Payment to consolidated administrative expense 


count 
Payment to Public Housing Administration 


Total administrative expenses 


Nonadministrative expenses 


1955 actual | 1956 estimate 


Program by activities: 
Operation of federally operated projects $15, 641, 480 $10, 550, 000 
Disposition expenses 2, 784, 974 200, 000 


i 400, 000 


Nonadministrative expenses incurred 18, 426, 454 10, 750, 000 , 400, 000 


Financing: 
Unobligated balance no longer available 1, 573, 546 


Limitation. __- 20, 000, 000 10, 750. 000 100. 000 


Nonadministrative expenses by objects 


Object classification 1955 actual | 1956 estimate 


Total number of permanent positions 2, 033 1, 068 
Full-time equivalent of all other positions 11 6 
Average number of all employees , 736 974 
Number of employees at end of year , 069 90S 


Average salaries and grades: 
General schedule grades: 
Average salary _- ie : $4, 165 A, 605 
Average grade. 5.3 5 
Ungraded positions at hourly rates $3, 316 $3, 754 


Personal services: 
Permanent positions ; 195 $4, 029, 390 $3119, 800 
Positions other than permanent , 706 25. 000 | 0) OW) 
Regular pay above 52-week base , 080 15,110 
Payment above basic rates , ellie 832 60, 000 50, 000 


Total personal services : : }, 501, 813 4, 129, 500 3. 189, 800 
Travel a , 672 12, 800 10, 300 
Transportation of things . 169 16, 700 13, 100 
Communications service i, 411 50, 700 11, 800 
Rents and utility services 3, 453, 441 2, 264, SOO 1, 739, 700 
Other contractual services 251 917, 000 856, 100 
Supplies and materials__--- | : 995 , 267, 500 1. 046, 200 
Equipment 534 26, 700 20, 700 
Taxes and assessments.__- ak ; ; 3, 168 2, 064, 300 1, 482, 300 


Total nonadministrative expenses auiea 7 454 10, 750, 000 &, 400, 000 


Mr. Tuomas. We will insert pages K-—1, through K-4, revolving 
fund (liquidating programs), in the record at this point. 
(The material referred to follows:) 
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ReEvotvine Funp (LiquipaTiInc PROGRAMS) 


Program highlights 






[Dollars in thousands] 














Estimate,| Estimate, 

























































Actual, | Actual, 
| 1954 1955 1956 | 1957 
Program disbursements: | 
Se ow ona ee ananassae tier | $13, 554 $929 | OB bs seiccccucs 
Grants for defense community facilities._............______- | 8, 579 | 2, 437 | 2, 195 $597 
Development costs, defense housing----_..-........-.....--- | 21,660 1, 863 | PE Nese ciieins 
Other (acquisition of leased land) scot eikileek aetiche uae etic teeseereel a eet 2, 356 1, 055 
Liquidation proceeds: | | 
Repayment or sale of loans and investments......._.._____- 21, 624 7, 781 12, 808 | 12, 775 
Real property sales: | | 
Cash ; ; (ejokvumecaccoususcay Reet eae 8, 725 | 3, 710 
Mortgages ; hen cutnows 25,834 | 41,107 | 69,850 24, 375 
Operating income (net): 
Loans and investments-----_----- <oeaeaemne ae ad 1, 521 | 2, 928 | 5, 638 | 7, 930 
Real property iaekon : 24, 457 16, 333 11, 391 7, 733 
Retirement of Gov ernment investment pk sc kaa eit Slice Kell | 68, 233 72,341 | 47,000 | 33, 000 
Net budgetary expenditures..... _ -___-...---.-.....-...... .-| —3,858 | —33,686 | —31, 699 — 29, 047 
Net book value of paige a assets, end of year: 
ee Nahi puoien : 71,229 | 34,714 17, 782 | 13, 328 
Loans and mortgages- - oa. pies 73,601 | 134, 792 | 189, 246 196, 874 
Real property --- oot 0s binw panei Seba ene dn Gab oka 715,181 | 474, 137 290,570 | 214, 704 
Other — pSvndaenepERpreuenwewenb ivi | 39,631 | = 11.098 | 8, 603 7, 351 
NG eaten tte sh ee _ 899, 642 652, 741 | 506, 201 432, 257 
Administrative expenses: . . | 
Liquidating emergency housing program_----.-.....-..----| 4, 042 | 3, 543 | 2, 500 | 2, 100 
ee ee SS ee a ee 526 | 347 | 290 210 
TE ae inane Sa Serene REE RSem oun ReMi , 56 3, 890 | 











(The material referred to follows:) 


The Independent Offices Appropriation Act, 1955, established a single revolving 
fund for more efficient liquidation of remaining assets under the following Agency 
greer- 

. Liquidating emergercy housirg programs.—Defense, public, war and veterans’ 
reuse housing, and subsistence homesteads and gre entowns—all operated by the 
Public Housing Commissioner under delegation of authority from the Housing 
and Home Finance Admivistrator. 

2. Other \iquidating p-ograms.—Alaska housing, loans for prefabricated housing, 
war public works, defense community facilities, and first and second advance 
planning—all assigned for liquidation to the 7 5 a Facilities Administra- 
tion by the Administrator’s Reorganization Order No. 














PROGRESS IN LIQUIDATION 





Assets are expected to fall by $74 million in the 1957 fiscal year, as compared 
with $147 million in the current year and $247 million in the year ending last 
June 30. The trend is largely controlled by the change in character of remain- 
ing program assets. 

Real property, which constituted 78 percent of assets on June 30, 1954, will 
have fallen to less than 50 percent of assets at the close of fiscal 1957. Most of 
the housing projects which could be transferred to other Government agencies 
or to local governments under present statutory authorizations were closed out 
before the end of the last fiscal year, and none will remain in the inventory at the 
beginning of the budget year. An increasing proportion of the remainder falls 
in two classifications: (1) At least $60-70 million in defense and war housing on 
or adjacent to military posts which the Department of Defense believes sesntial 
to its operations; and (2) projects where local disagreements on methods of dis- 
posal result in inability to obtain consent for dedications, waivers of technical 
building code violations, and so on. A third classification of minor dollar value 
is composed of land from which housing has been removed, but which is difficult 
to sell or to negotiate settlement of leases affected by remaining service-type 
improvements. Amendments to basic legislation which would alleviate some of 
these problems are now under consideration. 


















&  deietatcthnet a, 
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During the 3-year period covered by the budget program, the total of loans and 
mortgages more than doubles due to some $135 million in purchase money mort- 
gages acquired in partial payment for housing. The market has been unfavor- 
able to private mortgage financing for sales. Efforts will be made to sell the more 
marketable mortgages—$4 million proceeds from this source are estimated for 
1957—but really substantial sales are improbable since the bulk are too small, 
and the credit ratings of mortgagors too questionable to be generally attractive 
to private investors. Serious delinquencies are negligible, however, as is the 
prospect of losses. Servicing costs are a small fraction of the interest collections 
which are expected to exceed $7.5 million in 1957. 

Retirement of the Government investment in the several programs is estimated 
at $33 million in 1957, as compared with $47 million in the current year and over 
$72 million in 1955. Liquidating dividends are declared each year as soon as the 
third quarter financial statements are available. Frem the total cash then on 
hand are deducted liabilities and undisbursed commitments, and the remainder 
paid into the general funds of the Treasury. The declining cash balances at the 
close of the various years, therefore, represent chiefly receipts for the fourth 
juarter of each fiscal year, the exact amounts of which cannot be accurately 
determined until after the close of the year. The diviaends will bring the cumu- 
lative cash repayments to $640 million, or 25 percent of the original Federal ex- 
penditures for these war and emergency purposes. Over $200 million in additional 
cash recoveries and repayments to the Treasury can be most conservatively esti 
mated to occur in future years as liquidation proceeds. 

Justification in greater detail for programs assigned to the Community Facili- 
ties Administration appear in the following pages. Statements pertaining to the 
liquidating emergency housing programs will be found in part 3 of these justifi- 
cations. 

EXPENSE ESTIMATES 


Administrative expenses are defrayed out of corporate funds available in the 
revolving fund. Such expenses are subject to annual authorization and limita- 
tion in the Independent Offices Appropriation Acts. 

The budget request for administrative expenses for the several liquidating 
activities conducted by the Community Facilities Administration is $210,000 for 
the budget year compared with the revised estimate of $290,000 for the current 
fiscal period. The amount requested will support an estimated 28.5 man-years 
of employment during the budget year. 

In order to avoid the expense of maintaining detailed cost records, obligations 
for administrative expenses for the CFA liquidating programs are treated on a 
consolidated basis. The following table shows estimates of man-year and ex- 
pense requirements for the 3 years covered by the budget program: 


Actual, 1955 Estimate, 1956 | Estimate, 1957 


Man- Man- Man- 
aa I ur Amount 
years Amount years Amount years oun 


Personal services: 
Departmental... 27. $118, 000 
Field anata 21. ¢ 255 24, QUO 


Total... : , 336 2, 000 


Other objects of expense: 
02 Travel 5 5, 200 
03 Transportation of things , COO 
04 Communications services , , 700 
05 Rents and utilities , Ol . 800 
06 Printing and reproduction . 3, 700 
07 Other contractual services 3, 3, 500 
08 Supplies and materials 3, 2, 700 
09 Equipment , 87% 5, 401 
15 Taxes and assessments | 500 


Total. 61: 48, 000 


Total, revolving fund (liquidating pro- 
grams) , 95 290, 000 


—_——____ 
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ADMINISTRATIVE EXPENSES 


Mr. Tuomas. Your ‘Personal services” and “Other objects of ex- 
pense” are going down from $367,952 in 1955 to $290,000 in 1956 and 
$210,000 in 1957. Have your man-years dropped down proportion- 
ately? You had 49 in 1955, 38 in 1956, and 28.5 for this year. 

This is a revolving fund set up to operate about 5 or 6 programs as 
set out on page K-2: 

Liquidating emergency housing programs—Defense, public, war and veterans’ 
re-use housing, and subsistence homesteads and greentowns—all operated by the 
Public Housing Commissioner under delegation of authority from the Housing and 
Home Finance Administrator. 

Which means that part of that revolving fund is not being carried 
out as it was intended. It was set up in the Administrator’s Office and 
it has been delegated back from whence it came. 

Mr. Coxe. No. 

Mr. THomas. Yes, it is. 

Mr. Coir. We delegated it to Public Housing, that is true. 


PROGRESS IN LIQUIDATION OF ASSETS 


Mr. Tuomas. What control over this program do you have under 
the revolving fund that you did not have before and what progress 
are you making under the re volving fund that was not being made 
before? | read: 

Assets are expected to fall by $74 million in the 1957 fiscal year, as compared 


with $147 million in the current year and $247 million in the year ending last 
June 30. 


What will be your assets when you go into fiscal 1957? The 


nearest figure I can find is the figure between $60 million and $70 
million in defense and war housing on or adjacent to military posts. 

Mr. Frantz. I think the figures are on page K-1, in the line 
“Net book value of principal assets.’”” That would be $506 million 
in principal assets remaining at the end of 1956 going into 1957. 

Mr. Tuomas. I am talking about your property. What is the 
amount of that real property remaining at the end of fiscal 1957 
that you have not sold? 

Mr. Frantz. $290 million. 

Mr. Tuomas. Where is that figure? 

Mr. Coie. On page K-1. 

Mr. Tuomas. That is what you have left, $290 million? 

Mr. Frantz. That is right. 

Mr. Tuomas. That you will begin working on in fiscal 1957? 

Mr. Frantz. That is right. 

Mr. Tuomas. Then in mortgages you have to service, $189 million. 

What was the book value of our entire outlay? 

Mr. Frantz. Initial outlay? 

Mr. Tuomas. Yes. In round figures, was it a billion? 

Mr. Frantz. $1.9 billion sticks in my mind. I believe that is 
reasonably correct. : 


RETURN TO TREASURY OF LIQUIDATION PROCEEDS 


Mr. Tuomas. As “ today, we have realized how much out of it? 
You say on page K-2, referring to real property: 
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An increasing proportion of the remainder falls in two classifications: (1) At 
least $60 million to $70 million in defense and war housing on or adjacent to mili- 
tary posta which the Department of Defense believes essential to its operations; 
and (2) projects where local disagreements on methods of disposal result in inabil- 
ity to obtain consent for dedications, waivers of technical"building code violations 
and so on. 


Dollarwise, how much is that? You say: 

Over $200 million in additional cash recoveries and repayments to the Treasury 
can be most conservatively estimated to occur in future vears as liquidation 
proceeds. 

That is 1957 and 1958? 

Mr. Frantz. Yes. 

Mr. Tuomas. You say: 

The dividends will bring the cumulative cash repayments to $640 million, or 
25 percent of the original Federal expenditures for these war and emergency 
purposes. 

In other words, if the initial investment was $1.9 billion you will 
recover about one-fourth of that in the final analysis? 

Mr. Franrz. That is substantially correct. That figure is $2.2 
billion. 

Mr. Tuomas. Instead of $1.9 billion? 

Mr. Franrz. Yes. About $1 billion has been transferred or 
donated to local public bodies or agencies pursuant to acts of Congress, 
and $640 million in cash recoveries, reducing the Federal investment 
to $428 million at the end of next year. 

Mr. Tuomas. At the beginning of 1957 you will have in real estate 
unsold $290 million. Of that $290 million, you estimate between $60 
million and $70 million is in defense and war housing on or adjacent 
to military posts; is that correct? 

Mr. Franrz. Yes. 

Mr. THomas. You have projects which are hard to sell because of 
difficulty in obtaining consent for dedications, waivers of technical 
building code violations, and so on. Dollarwise, how much is that 
property worth? 

Mr. Frantz. I do not have that figure but when PHA is here they 
will have an analysis of that. 

Mr. Tuomas. Your budget request for administrative expenses for 
these liquidating activities is $210,000 against $290,000 last year. 

Mr. Frantz. Yes. 

Mr. THomas. The man-years is 28. What part of this 28 is used 
by Public Housing, any at all? 

Mr. Frantz. No, sir. 


LIQUIDATION OF EMERGENCY HOUSING PROGRAMS 


Mr. Txomas. In truth and in fact, then, have you not about 10 
more jobs than you need in the Administrator’s office for this job 
since Public Housing is carryint about 95 percent of the load? Your 
other programs are little bitty liquidating programs, Alaska, prefab, 
and so on. 

Mr. Frantz. Small but knotty. 

Mr. THomas. Name them. 

Mr. Hazevtine. First and second advance planning. We are 
recovering nicely at all times. 


72350—56—pt. 2——-10 
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Mr. THomas. How much have you received? 

Mr. Haze tine. | can put that in the record, the amount we got 
back last year. 

Mr. Franrz. It has been running about $3 million a year. 

Mr. THomas. How many checks did you have to post to cover the 
$3 million? A couple hundred? 

Mr. Hazevtine. It is a constant field job to develop where the 
plans that have been made have gone into construction and so should 
be repaid. 

ALASKA HOUSING PROGRAMS 


Mr. THomas. What about Alaska? 

Mr. Hazevrine. The Alaska program is very active. We are in 
litigation on part of it. 

Mr. Tuomas. You are not very active in getting back some money? 

Mr. Haze.tTine. We are very active in saving some money. 

Mr. Tuomas. Are you getting any back? 

Mr. Haze.rine. Not on Alaska, we are not getting much back yet. 

Mr. Tuomas. What was your total? 

Mr. Hazevrine. It was $19 million. 

Mr. Tuomas. We rescinded about $5 million. That leaves about 
$14 million. How much will you get back? 

Mr. Hazeurine. I do not know. 

Mr. THoMAs. W hat is your guess? 

Mr. Hazeutine. I would say about 60 percent. 

Mr. Tuomas. Half of it? 

Mr. Cote. More than half. 

Mr. Tuomas. That is surprising, everybody is fooled. 


LOANS FOR PREFABRICATED HOUSING 


We will insert in the record at this point page K-8, ‘Loans for pre- 
fabricated housing.”’ 
(The material referred to follows: ) 


REVOLVING FunpD (LIQUIDATING ProGRAMS) LOANS FOR PREFABRICATED HOUSING 
Program highlights 


[Dollars in thousands] 


Actual, Estimate, | Estimate, 
1955 | 956 1957 


Loans | 

Disbursements j pid ee men kha Rae $549 
Repayments_- sucenedesucrances 953 | 

Mortgages: 
Exchanged for loans ‘ nin nd 712 | 
Repayments... | 

Chargeofts: Loans, acquired collateral, etc. _ _- 

Gross assets excluding cash and accrued intere st and current | 

receivables, end of year ‘ dida 
Cancellation: Notes to Treasury - - --- 








Reorganization Plan No. 23 of 1950 transferred to the Administrator the RFC 
authority for providing financial assistance to the manufacturers of prefabricated 
houses and housing components. Title V of Public Law 139 authorized an ex- 
pansion of the program for loans to assure the maintenance of the productive 
capacity of the industry for national defense. The authority to make new loans 
under these statutes has been withdrawn. 
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During fiscal year 1955, one loan with a balance of $530,000 was paid in full 
and one with a balance of $765,000 was settled by the acceptance of first mortgages 
in the amount of $712,000 with cash for the difference. This completes negotia- 
tions started in 1954, whereby the Administrator received cash in excess of $2.4 
million and mortgages having a value of some $1.2 million in payment in full of 
loans of $3,650,000. These mortgages are equally divided between FHA’s, VA’s 
and conventionals; they are 95 percent current with foreclosure of only 1 percent 
appearing imminent. The present market precludes sale at par. 

Of the seven loans remaining as of June 30, 1955, two loans totaling $1.3 
million, which are well collateralized and which were written on terms more 
favorable than those now obtainable, will not mature until 1960. However, 
principal collections on the first mortgages on single-family dwellings securing 
these two loans are applied monthly to the principal balances and will probably 
liquidate the loans prior to maturity. 


Mr. Tuomas. You are selling a lot of these properties and taking 
some mortgages on them. How much cash do you get on them? 


If you get 10 percent you are doing all right and the rest is in a mort- 
gage. Nobody has any personal liability 


ESTIMATE OF CASH AND MORTGAGES FROM DISPOSITION OF PROPERTIES 


We will insert in the record at this point a table showing the different 
number of sales, perhaps some indication in one column of the dollar 
amount of the sale, the cash you received, and what part of the total 
sale was in a mortgage, the amortization period of the mortgage, and 
a column showing the interest rate, and whether there is any default 
in interest or principal. 

(The information requested follows :) 

The estimates of cash and mortgages from disposition under the revolving fund, 


as shown on the statement of income and expense (p. 311, Budget for 1957) are as 
follows: 


1956 1957 


a _s 
| Actual. me Estimate, Estimate, 


Book value of property sold_- __...-| $144, 454, 742 | $114, 894,707 | $59, 620, 872 
Disposition proceeds ..| 61,627,076 | 78, 574, 700 28, 084, 800 
Composed of— af 
Cash amount.--...---- eephen i sb dimaeeidansutaigabames 20, 520, 315 8, 724, 700 3, 709, 800 
Percent WMbioideinbkisdnachibeddenncabeun 33.3 | 11.1 | 13.2 


Mortgage loan notes--.-_-...--.-.. hi cabant commana aiceheeas --| 41, 106, 761 69, 850, 000 | 24, 375, 000 


The percentage of downpayment and term of the mortgage varies with the type 
of property and purchaser. While cash sales are preferred, the general rules for 
term sales are as follows: 





Down- 
payment, 
percent 


Term of 
years 


. Individual buildings in subdivided projects to priority holders — 10 
. Projects to mutual ownership corporations---_---.---.----------- ale re eel Sa 10 
Projects or portions of projects to investors_..........-.-.----- shbebtehe nae 15 
Land only to investors a dkscbdiints 25 


. Commercial and nondwelling buildings to investors 15 
. Land underlying temporary dwellings relinquished to local gove rning bodies______| 10 





re 


The $92 million in mortgages listed on the statement of financial condition as of 
hal 30, 1955 (p. 312, budget for 1957), is analyzed below. The lower interest 
rates in each group generally represent the earliest sales, dating back as far as 
1946 or earlier with respect to a few mutual ownership projects. 
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. Principal amount 
Number of | Interest 
mortgages rate 


Original ! June 30, 1955 


Percent 
3.0 $26, 425 $13, 162 
0 3, 471, 254 3, 111, 063 
Homeowners ; 5 3, 862, 052 2, 964, 496 
460, 259 447, 539 
32, 117, 728 30, 870, 162 


Subtotal ee 39, 937, 718 37, 406, 422 


(Number of delinquencies: 1 month, 233; 
months, 87; 3 months, 85; total, 405 
10, 251, 6 
‘ 4, 5O9, 6. 
Mutual ownership corporations ; 9, 110. 025 
o 1, 044, 
8, 515, 


Subtotal. - ‘ 33, 430, ¢ 
(Delinquency: 1 mortgage for $187,091 to the 
Hoonah Indian Association, Hoonah, Alaska 

268, & 19, 857 

971, 5 971, 5 

Miscellaneous project and land : ( 4.! 6, 598, 819 | 6, 491, 97 

f 16, 584 | 16, 5 
13, 092, ¢ 12, 611, 85: 


Subtotal... -- Siwabs ‘ ‘ i 5 20, 947, 5s 20,111, 7 


(Delinquencies: 3 mortgages, all to same investor, 
totaling $1,104,544 out of original face amount of 
$1,532,100, ultimate collection certain.) 
579, 128 509, 025 
1, 756, O15 554, 251 
Land underlying temporary projects transferred to . 76 979, 978 192, 503 
local Governments : 2. § 510, 455 506, 572 
; 85,014 | 51, 165 
28, 000 | 28, 000 


Subtotal : 3: 3, 938, 590 3, 351, 516 


(Delinquency: 1 for $361,644, collection certain.) 
aie ali 
Lease-purchase and sales contracts . af 7 = 


Subtotal. _- q 523, 07 6 
Individual homeowners (received in 1954 in ex- 
change for an equal amount in loans to a manu- Amount 
facturer of prefabricated housing): exchanged | 
. . f 8, 387 | 
A-insure< one nae 
FH A-insured 351, 644 | 
201, 221 
346, 542 | 
299, 626 
52, 241 


VA-guaranteed 


aon 


Conventional. 


Subtotal .- - 9: , 274, 757 | 1, 189, 649 


(Number of delinquencies: 1 month, 10; 2 months, 
4; total, 14.) 
Grand total __- 7, 507 100, 051, 974 92, 037, 029 


1 Original amount of mortgages now on hand; excludes mortgages paid in full or sold to date. 
2 None stated. 


AMOUNT OF MORTGAGE SALES 


Mr. THomas. How much are you collecting in 1956 and what 
amount do you anticipate | you will collect in 1957 from your mortgages 
from prior sales? In 1956 you have outstanding mortgages of about 
$190 million, and in 1957 you will have $196 million. hat is only 
about a $6 million increase. And your cash will be only $13 million 
in 1957. That indicates you will get more cash than mortgages next 
rear in your sales. Is that correct? 
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Mr. Haze.tine. We are not in a position to take mortgages on 
many things, Mr. Thomas. 

Mr. Coxe. Mr. Chairman, I think this question ought to go to 
Mr. Frantz because it includes more than one program. 

Mr. Frantz. Including war housing the total for next year is 
$8,338,000. 

Mr. Tuomas. This table on page K-1 includes your income from 
all sources? 

Mr. Frantz. Yes. 

Mr. Tuomas. It is not limited to any one program? 

Mr. Franrz. That is correct. 

‘Mr. Tuomas. Your big program is the war housing. Is there any 
limitation on how much cash you have to get? 

Mr. Frantz. The policy is to get as much cash as possible but 
many of the sales are made with a down payment and a purchase 
money mortgage. 

Mr. Tuomas. What is the dollar amount of mortgages you are 
holding? 

Mr. Franrz. It would be around $140 million right now. 

Mr. THomas. What rate of interest do the mortgages carry? 

Mr. Franrz. There is a variety of interest rates, ranging from 4 to 5 
percent on different kinds of projects. 

Mr. Tuomas. What is the total interest you expect to collect in 
1955, 1956, and 1957? 

Mr. Frantz. $3.5 million in 1955; $6 million in 1956; and a little 
over $8 million tn 1957. 

Mr. Toomas. How many projects have you taken back to date? 

Mr. Franrz. None. These are in very good shape from the delin- 
quency standpoint. There may have been some individual properties 
taken back but no projects have been taken back. 

Mr. Tuomas. Do the individual sales usually pay out better than 
the large ones? 

Mr. Cote. We can check that. 

Mr. THOMAS. How many people do you have engaged in servicing 
mortgages: 

Mr. Frantz. Those people are in PHA. It is not a large group. 

Mr. TuHomas. You have none charged here. 

Mr. Franz. No. 


ORGANIZATION AND PERSONAL SERVICES 


Mr. Tuomas. We will insert in the record at this point pages 

1, L-2, and the top half of pages L—-4, L-5, L-8 and L-10, “Organ- 
ization and personal services.” 

(The material referred to follows:) 


ORGANIZATION AND PERSONAL SERVICES 


Table III at the end of the introduction in an earlier section of this volume 
presents a comparison by principal organization units of the actual and estimated 
staff requirements of the Office of the Administrator. There are presented here 
further breakdowns of major organization units to show actual and proposed 
staffing levels for the principal staff and operational groups. Brief functional 
descriptions are provided for each organization unit. 
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PERSONAL SERVICES SUMMARY 


The total of positions, man-years and related personal services costs show a 
marked increase during the period covered by the budget. This is reflected in 
the following summary: 





Actual, Estimate, Estimate, 
1955 1956 1957 


Positions ’ : 932 | 910 1,129 
Man-years. | 605. 3 816.6 | 1, 036 
Personal services... $4, 072, 143 $5, 477, 000 | $6, 978, 000 


By and large the increase over the current year represents the acceleration: of 
operations under existing programs and the first full year of operations under new 
and expanded programs authorized in the housing amendments of 1955. These 
increases are. in part, offset by the progressive liquidation of other activities of 
the Office. 

Administrator’s immediate office 


Estimate, Estimate, 
1956 1957 


Actual, 1955 





Administrator: | 
Positions Sat habits 6 bettas wk Be 11 8 
Man-years.__-.--_- ; . ‘ amo | 9.1 | 8 S 
Salary ae 2 es ee i $79, 649 | $63, 600 $64, 70( 
Deputy Administrator: | 
| 


R 


Positions 
Man-vyears 
Salary 


3. 2 
$17, 3¢ $19, 801 


The Deputy Administrator assists the Administrator in the general supervision 
and coordination of the functions of the constituents of the Agency and in the 
direction and supervision of the functions and activities of the Office of the 
Administrator. He acts for the Administrator in his absence and in such matters 
as the Administrator may indicate. 


International housing staff 


| 
Estimate, Estimate, 
1956 57 


| Actual, 1955 


Positions acl spas sil 4 5 
Man-years : és 2.5 4 £5 
I te? ca eta sad ‘ $17, 687 $31, 700 $39, 500 


The international housing staff provides specialized staff services to the 
Administrator in connection with the interest of the Housing and Home Finances 
Agency in international housing programs and activities. 


Racial Relations Service 





| | 
Actual, | Estimate, Estimate, 
1955 1956 


| 


Positions . 5 |} 
Man-years ._ oe 5 | 
Salary. -- . : : $37, 663 | 


The Racial Relations Service provides specialized staff services to the Adminis- 
trator in the broad field of racial relations. The Service is responsible for advising 
on racial and minority considerations in the administration of Agency policies and 
programs. 
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Division of plans and programs 


Actual, 1955 Estimate, 1956 | Estimate, 1957 
i 


—————|—— 
} | | } 

Posi- | Man- | Posi- | Man- | Posi- | M 

|} tions | years | tions years tions ye 


Assistant Administrator - - _- aa 7 j s 
Program analysis and statistics staff__ -- 8 5 18 


Area review and certifications staff f 7 i. 


Total 7 = ; 3: 28. : 33 31.0 35 
Salary -. pS Ta ise $221, $244, 500 270, 000 


The staff of the Assistant Administrator includes a Correspondence Section of 3 
persons who prepare replies to White House referrals and other types of corre- 
spondence addressed to the Administrator and concerning general Agency policy. 
It also includes a staff of 2 persons who provide interpretations of Agency programs 
to interested public and private organizations. 


Division of Law 


Actual, 1955 Estimate, 1956 | Estimat ¢,1957 


Posi- Man- Posi- | Man- Posi- Man- 
tions years | tions | years tions years 


Office of General Counsel. -_-_- eeenid — { 5. 5 5 5 5.0 
Legislation and Coordination Branch. -- ( ( 10 12 12.0 
Litigation, Research, and Administrative Law Branch f ; 1! 11.0 
Community Facilities Branch.- - be ST: ( § 11 10.7 
Urban Renewal Branch . ; ea 2. 4 | é 16 15.6 

Total : Seietels ‘ ) 14.3 
SOI os eceae ciliates $394,200 


The Division of Law provides the legal counsel and assistance required in the 
formulation and development of the Agency’s policies and programs, in the 
handling of all matters in connection with operations and programs assigned to 
the Office of the Administrator, and in representing the Administrator on legisla- 
tion, publie regulations, litigation, and other legal matters. 


Urban Renewal Administration 


Actual, 1955 Estimate, 1956 | Estimate, 1957 
Posi- | Man- Posi- | Man- Posi- 
| 


tions years tions | years | tions 





General direction - - -_- eobiedheue ickn diate 14 | 6 12 10, 2 | 17 
Technical services. - ---- ee Gidumstacaied 30 22.7 | 3l 28. § 37 
Program services z bneeeed ; 42 |) 32.0 36 34. é 

4 2.4 1 3 


90 7.7 &3 
$490, 436 





Primary responsibility for the administration of the slum-clearance and urban- 
renewal program under title I of the Housing Act of 1949, as amended, is vested in 
the Urban Renewal Administration with field operations conducted in the HHFA 
regional offices under the direction of the regional directors of Urban Renewal. 
The URA is assisted in conducting program operations by the Urban Renewal 
Branch of the Division of Law and by appropriate technical and supporting staff 
in the HHFA regional offices. General staff services are provided by staff units 
of the Office of the Administrator. 

The estimate for the budget year provides for an increase of 17 positions over 
the current year. The staff level requested is necessary to provide for the effective 
administration of the slum-clearance and urban-renewal program, including the 
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recently authorized activities under the demonstration grant program and the 
program of grants for urban planning assistance. As indicated in the activity 
section above, an increasing number of communities are participating in the 
urban-renewal program and seeking assistance under one or more of the statutory 
authorizations for Federal financial and technical assistance. Some 196 cities 
had obtained approval for the planning or execution of 297 projects to be assisted 
under the title I program as of June 30, 1955. The number of projects is expected 
to rise to 398 by the close of the budget year. 


Community Facilities Administration 
/ctual, 1955 | Estimate, 1956 | Estimate, 1957 
Posi- Man- Posi- Man- Posi- Man- 
tions years tions years tions years 


> 


Commissioner 

Executive Office 
Engineering Branch 
Financial Analysis Branch 
Advance Planning Branch 
College Housing Branch 
Special Operations Branch 


x 


ac 
“10 


Cnenw-s. 


Or ge OW BD bo 


m1 02 69 G9 tn Go 69 


“Ito 
—" 
— 


n 


| 
al 


ae — ie 27 22.3 35 30. 6 61 | 
Salary__..___- re : eee eee $160,202 $214,800 $380,400 


Primary responsibility for the administration of several active programs and of 
several programs in liquidation is vested in the Community Facilities Adminis- 
tration. CFA is assisted in conducting program operations by the Community 
Facilities Branch of the Division of Law and by appropriate technical and sup- 
porting staff in the HHFA regional offices. General staff services are provided 
bv staff units of the Office of the Administrator. 


REGIONAL OFFICES PERSONNEL 


Ir. THomas. Where are your regional offices located? 
ir. Cote. In New York, Philadelphia, Atlanta, Chicago, Fort 
Worth, and San Francisco. 

Mr. THomas. What is the total number of man-years in the field 
for the Office of the Administrator? The bulk of them, 273 are in the 
urban renewal program, but what about the others? 

Mr. Frantz. The table on page L-17 shows that. 

The total number of man-vears in 1957 is 478 for the regional offices 
of which 273 are in connection with the urban renewal programs. 

Mr. Tuomas. This is regional offices personal services, is it not? 

Mr. Frantz. That is correct; ves, sir. 

Mr. THomas. We will insert this page in the record at this point. 

(The matter referred to is as follows: ) 


N 
N 





Pew iva ewe 
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TABLE IV.—Budget summary by program, regional offices personal services 


Actual, 1955 Estimate, 1956 Estimate, 1957 


Man- Man- Man- 
fan Amount fan Amount fan 


Amount 
years years years = 


General agency supervision b $128, 550 $104, 000 17 OOO 
Agencywide coordination of urban renewal 

activities . ( 54, 572 5 96, 500 5 20, 000 
Voluntary home mortgage credit ; vy . 2, 986 5, 000 5 1, 000 
Reserve of planned public works____-- 2 13, 460 97, 000 37. 250, 000 
Slum clearance and urban renewal 25.7 863, 004 213. 6 1, 471, 000 27% 9, 000 
College housing loans. 27.3 179, 554 52 345, 000 ' 562, 000 
Public facility loams__--._- : l 10, 039 ¢ 61, 500 31.5 211, 000 
Liquidating programs - 21. ¢ 139, 255 : 124, 000 5 000 
FHA special investigations j 3, 949 


Total __- e 6 ‘ 206. 1, 395, 459 ¢ ) 2, 304, 


Mr. Tuomas. Now, let us take a look at this page, which we have 
just inserted in the record. You carry each one of your units right 
through your regional offices? 

Mr. Coxe. That is correct. 

Mr. Tuomas. The FHA special investigations, liquidating pro- 
grams, public facility loans, college housing loans, slum clearance and 
urban renewal, reserve of planned public works, voluntary home mort- 
gage credit, agencywide coordination of urban renewal activities, and 
general agency supervision, are listed here. 


ECONOMISTS IN REGIONAL OFFICES 


I notice in each one of your regional offices you carry an economist 
at a very good grade, grade 14 or 15. Why is that? 

Mr. Cote. You mean the grade, or why do we carry an economist? 

Mr. THomas. I mean both. 

Mr. Coie. Well, the grades are appropriate without any question. 
An economist has to have training, understanding, and ability, and 
he certainly should be paid in accordance with that ability. 

Mr. THomas. That applies to everybody, not only an economist. 

Mr. Coir. Of course. 

Mr. Tuomas. Why do you have economists and what do they do 
in each one of your regional offices? 

Mr. Cotx. An economist, Mr. Thomas, provides information to the 
Office of the Administrator to analyze the market conditions of the 
area, to provide information for our benefit and for the benefit of the 
entire housing concept, and gives his judgment with respect to con- 
ditions which affect the Government’s programs in housing. 

I will let Mr. McFarland comment on it further if he cares to, but 
that is a broad general statement. Do you want it more specific? 

Mr. THomas. Yes. 

Mr. McFartanp. That is only one of the functions he carries out, 
Mr. Cole. 

We carry out here in Washington an economic intelligence service 
both for Mr. Cole’s benefit and to serve the Council of Economic 
Advisors. In — connection we furnish information about the 
general level of housing activity, the number of starts, the prospects, 
und so forth. The regional economists assist in this study. 
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Also, the economists are concerned with the general housing require- 
ments in the regions and they study the need for all of the programs 
for which Mr. Cole is responsible. 

One of the most important functions the economists carry out is to 
help Mr. Cole discharge his responsibility for the approval of the re- 
location plan of an urban renewal project. 

This involves considerations of whether a community has properly 
planned to take care of the housing of the people who are going to be 
moved out of these slum clearance projects. 

Mr. Tuomas. Is that an economist now, or is that the rest of these 
men who are making a study of coordinating all of these agencies? 

Mr. McFaruanp. The economist is part of the process by which 
this is carried out. 

Mr. Tuomas. What contribution does the economist bring to your 
group over here? 

Mr. McFaruanp. This economist, Mr. Thomas, is an expert market 
analyst. 

Mr. Tuomas. Referring to your urban renewal coordination group 
and the rest of these people, what contribution does he make to them? 

Mr. McFaruanp. In the case of the relocation plan, this question 
is judged on the existing supply in the local market, the adequacy of 
the housing supply to take care of the people, and the need for new 
housing units in the community. 

Mr. Tuomas. I thought I heard that same language coming from 
Mr. Cole a while ago, when we were talking about this urban renewal 
coordination group of 35 or 40 people. 

Mr. Cour. Except that the 35 or 40 people do not do the work of 
the economist. 

The work of the economist is to determine, for example, how many 
units are available to the people who have been replaced by slum 
clearance. No one else in the Agency does that particular job in that 
particular office. 

Mr. Tuomas. That is a misnomer to call him an economist, is it 
not? You want somebody to go out and do a little job, to find out 
how many people are going to move. You do not have to have an 
economist to do that. 

Mr. Corr. Well, it takes a man who is skilled in market analysis 
to do that. I do not care what you call him. I will not argue with 
you about the name, but I am talking about the man who does the 
job. He must be skilled in this type of operation. He is a very 
important man in the operation. 

Mr. Tuomas. This economist that I talked to really felt he was 
important. Iam just trying to find out how important he is. 

Mr. Frantz. May I clarify one point? To the extent that these 
people in the community requirements branches, as they are called in 
the regional offices, work on urban renewal coordination problems, 
they are charged to the cost you were looking at a few minutes ago. 
One-third of their cost is included in the 18 man-years in the field 
under urban renewal coordination. 

Mr. Tuomas. Does the FHA have an economist in all of the big 
offices? 
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Mr. Cote. The FHA does not have regional offices in the field. 
in some of their State offices they have market analysts. 

Mr. Tuomas. In every town where you hav e an office, FHA and the 
Public Housing have offices, too, do they not? 

Mr. Core. No, not Public Housing. 

Mr. Tuomas. I thought they had. 

Mr. Cote. FHA does, but not Public Housing. 

Mr. Tuomas. PHA does not have an office in the towns where you 
have one? 

Mr. Coir. No. There are six regional PHA offices. 

Mr. Tuomas. I thought Public Housing and FHA both had offices 
in each of the locations where you have one. 

Mr. Coug. No, not in Philadelphia. 

Mr. Tuomas. I have been in 3 or 4 of them. 

Mr. Coun. Off the record for a minute. 

(Discussion off the record.) 

Mr. Cour. Let me clarify it. The FHA has no regional offices in 
the field. They do have a State office in every city where the Office 
of the Administrator has a regional office. 

PHA has regional offices in all of the cities where the Office of 

he Administrator has a regional office except Philadelphia. 

Mr. Tuomas. We will not quibble over that. 

Mr. Coxe. I was just trying to get the record straight. 

Mr. THomas. Do each one of those offices have an economist in 
them? 

Mr. McFartanp. I think not. I do not have the exact figures on 
that. 

Mr. THomas. Oh, yes; they have 2 or 

Mr. McFaruanp. There is not a sialon analyst in every one of 

FHA State offices. They have some 6 or 8 of them who are 
strategically located around the country in the State offices and who 
serve a group of offices. 

Mr. Cots. I would like to make one comment on that. That is 
part of the problem of coordinating the activities and information of 
the constituent agencies. It is a problem with which we are constantly 
wrestling, to bring together common services to be used im all of the 
constituent agencies. This is a part of the job of the Office of the 
Administrator. 

OTHER OBJECTS OF EXPENSE 


Mr. Tuomas. We will also insert in the record the table on page 
M-1, “Other objects of expense.” 
‘The material referred to follows:) 
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TaBLeE V.—Other objects of expense 


Hovusine AND Home FInNAaNcE AGENCY—OFFICE OF THE ADMINISTRATOR 


ea a Estimate, Estimate, 
ar a coat | fiscal year | fiscal year 
ee 1956 1957 





— i $243, 137 $359, 100 $418, 000 
03 Transportation of things........_.-- 3 41, 198 18, 500 | 17, 000 
04 Communication services___.___-- coe 118, 087 | 157, 600 186, 000 
05 Rents and utility services__- 107, 118 | 184, 000 | 118, 000 
06 Printing and reproduction 69, 501 88, 700 108, 900 


07 Other contractual services: | 
Miscellaneous ee Saal e 103, 643 | 99, 700 
Bureau of Census for housing demand statistics_____- 175, 000 
Office of Education for college housing program -- : 31, é 47, 500 70, 000 
Audit by PHA for urban renewal programs. .--- 8, 000 | 12, 000 
Machine tabulating for voluntary home mortgage | 
credit : : = ae oie 4, 400 9, 500 
Employees’ insurance pee See 11, 112 16, 400 20, 900 


MONE. Soo. oa ‘ ae =e ee 152, 494 142, 300 | 387, 100 
08 Supplies and materials z ete 48, 087 61, 900 79, 200 
09 Equipment catchatl oa bi cbheeddnde stich 122, 636 | 93, 600 106, 990 
15 Taxes and assessments__.____- : ae 6, 862 10, 900 


Total, other objects of expense. -- =" 909, 120 1, 432, 000 


TRAVEL EXPENSE 


Mr. Tuomas. Travel jumps from $359,100 in 1956 to $418,000 in 
1957. We might insert the table on page M-3 in the record, which 
breaks it down. 

(The table referred to follows: ) 


02 Travel 


Actual 


1955 Estimate 1956 Estimate 1957 


Number | 


Cost Number Cost 
is days 


days Cost 


General agency supervision ‘ $37, 418 , 700 $40, 400 , 550 | $37, 200 
Consolidated compliance activities 29, 574 , 950 45, 900 , 0 38, 900 
Urban renewal coordination 2, 827 325 7, 700 335 8, 000 
Voluntary home mortgage credit 10, 535 1, 185 28, 000 , 41! 33, 900 
Publie works planning advances 1, 550 425 10, 000 O65 23, 000 
Slum clearance and urban renewal : 107, 554 , 870 174, 500 330 200, 000 
FHA special investigation __- : 24, 533 0 0 
College housing 13, 038 , 315 31, 000 ‘ 2, 000 
Public facility loans 2 967 275 6, 400 , O85 26, 000 
Liquidating programs : 15, 151 650 15, 200 37! 9, O00 


Total ; . 243, 137 5, 200 359, 100 , 42 : O00 


OTHER CONTRACTUAL SERVICES 


Mr. Tuomas. What about this audit cost by PHA for urban 
renewal programs? It is going up all the time. 

Mr. Frantz. The audit figure is $12,000. Those are audits that 
are made for us by PHA in cases where the local public agency for the 
urban renewal program is a local housing authority audited by PHA, 
and where the PHA audit schedule can be arranged so as to meet the 
requirements of both programs. 
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PRINTING AND REPRODUCTION 


Mr. Tuomas. What about printing and reproduction? Why is 
that going up? Why can it not remain where it was last year? 


SPECIFIC INCREASES IN OTHER OBJECTS 


And look at other contractual services. It is going wild. You 
include the housing demand statistics in here, but you still have $60,000 
over and above that for 1957 as against 1956. What is that $60,000 
for? 

Mr. Frantz. There is $70,000 for reimbursements to the Office of 
Education for their part of the college program. There is an increase 
of about $23,000 in that item. There is an increase of $4,000 in the 
cost of the PHA audits. There is an increase of $4,000 in the cost 
of premiums for employees’ life insurance. There is an increase of 
$5,000 in the reimbursements to the Bureau of the Census for tabulat- 
ing voluntary home mortgage reports. We only instituted that 
program this year so we have only one-half year. 

Mr. THomas. What about supplies and materials? You include 
gasoline, oil, and other supplies necessary for the operation of motor 
vehicles. Are you not doing business with GSA on your gasoline and 
oil and your automobiles? 

Mr. Frantz. Yes, sir. This goes down slightly. 

Mr. Tuomas. You mean you are saving a little money by doing 
business with the car pool? 

Mr. Frantz. The car pool cost is in 07. We hope to save money 
there. 

Mr. THomas. You have gasoline and oil under 08. 

Mr. Frantz. Yes. That is for our cars in cities where there is no 
GSA car pool. 

Mr. Tuomas. In addition? 

Mr. Frantz. Yes. 

Mr. Tuomas. What is the $10,000 additional for? 

Mr. Frantz. The $10,000 over last year? 

Mr. Tuomas. Yes. 

Mr. Frantz. The cost of supplies and materials varies pretty much 
with the man-years of employment you have. 

Mr. Tuomas. Is that the only basis for it? 

Mr. Franrz. That is the principal basis. 

Mr. Tuomas. You say: 

It will be necessary to purchase 219 additional furniture equipment setups at 


approximately $350 each to provide for the anticipated expansion—a total of 
$76,650. 


Mr. Frantz. That would cover the equipment requirements for 
the additional jobs that are requested in the budget. 


PURCHASE OF MOTOR VEHICLES 


Mr. THomas. You are going to buy show many automobiles? 
Mr. Frantz. We ask authority to buy two. 
Mr. THomas. You say: 


It is estimated that the Office of the Administrator will have a total of 25 
passenger-carrving vehicles during the fiscal year 1957 for servicing projects in 
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areas not available to the facilities of the General Services Administration motor 
pools. 
What does that mean? Trucks? 

Mr. Frantz. No, sir. 

Mr. Tuomas. All types? 

Mr. Frantz. Yes, sir. 

Mr. Tuomas. You are going to buy two? 

Mr. Frantz. Yes; one for replacement. 

Mr. THomas. How many will that leave you with? 

Mr. Frantz. We estimate 25 in operation next year. We do not 
have that many now. 

Mr. Tuomas. It will give you a total of 41? 

Mr. Frantz. No, that is Agency-wide. 

Mr. Tuomas. I see. The Administrator will have 27 on hand, ons 
new one, one to be exchanged, and 25 others? 

Mr. Frantz. One of the 25 has just conked out, Mr. Chairman. 


TOTAL SALARY COST AND REIMBURSEMENTS 


Mr. Tuomas. What is the total salary cost? 

Mr. Frantz. That is on the table on page A-12. The total salary 
cost is $6.9 million. 

Mr. Tuomas. And your “Other objects” is $1.4 million? 

Mr. Frantz. If you will permit me not to count the reimburse- 
ments we have to make to other agencies—— 

Mr. Tuomas. I do not understand what reimbursements you are 
making to Public Health, anyway. 

Mr. Frantz. Not to the Public Health Service—to the Office ot 
Education. 

Mr. Tuomas. What was that figure? 

Mr. Frantz. $70,000. 

Mr. Tuomas. For what purpose? 

Mr. Frantz. To review all applications for college housing loans 
in order to advise the Administrator as to the eligibility of the colleg: 
for that kind of a loan and as to the reasonableness of their enroll- 
ment figures to support the showing of need. 

Mr. THomas. Why should they be doing it for you? 

Mr. Hazerine. It is suggested in the law. It comes under the 
head of an educational facility, but we have no means of determining 
the eligibility from the standpoint of higher education. 

Mr. THomas. What check do you have on that? I know they are 
qualified in the field of education, but I do not know what qualifies 
them to speak with so much authority in the housing field. Whai 
check do you have on the $70,000? 

Mr. Coir. They submit a budget to us. 

Mr. Tuomas. Suppose vou deduct that from the total. 

Mr. Frantz. If you deduct that, our “Other objects’ are 14.4 
percent of the total. 

Mr. THomas. What else da you take out? 

Mr. Frantz. The $70,000 Yor the Office of Education and the 
$175,000 for housing surveys. 

Mr. Tuomas. That brings it down and you cannot do too mucli 
about those two. 
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MINORITY HOUSING 


Mr. Yates. I want to ask you about minority housing. It was 
indicated that the program has not been accepted to the extent you 
thought it might be. On page E-5 you state that “Approximately 15 
percent of the loans placed under the program have been for members 
of minority groups. The volume of applications for assistance in 
financing housing available to minority groups was considerably lower 
in the early days of the program than had been anticipated.’’ 

Is this indicative of the whole status of minority housing? 

Mr. Cote. No. 

Mr. Yates. What does this mean? What are they receiving? 
What is the percentage of funds allocable to minority housing? 

Mr. Corte. I do not know. Mr. Viner will be happy to answer your 
question. He is the executive secretary of the National Voluntary 
Mortgage Credit Extension Committee. 

Mr. Yates. That was the group set up for dealing with minority 
housing? 

Mr. Coxe. In part. 

Mr. Viner. We are also concerned with loans in remote areas and 
small communities. 

Mr. Yates. What is happening with this program? 

Mr. Viner. The program is booming along. We are placing loans 
at the rate of $200 million a year now. We have received fewer 
applications from minority groups than we thought we would get in 
the beginning. We are able to place practically all the qualified loans 
we get applications for. It seems to be taking considerable time for 
the real estate brokers handling properties available to members of 
minority groups to realize that this program does make FHA and VA 
financing obtainable for perhaps the first time. We have placed 
over one-half of the minority applications we have received. The 
vast majority turned down were on the basis of insufficient income. 
We cannot induce builders to build housing for minority groups. 

Mr. Yates. Are there any projects being built that will permit 
members of minority groups to come in? 

Mr. Viner. You mean integrated? 

Mr. Yates. Yes. 

Mr. Viner. Yes. We had one in Madison, Wis. 

Mr. Yates. Recently? 

Mr. Viner. Yes, 3 or 4 months ago. We have had 3 or 4 of those. 
Two are still in process. We have not found resistance on the part of 
lenders to that sort of project. 

Mr. Yates. What about FHA? Should I ask them that or will 
they refer me to you? 

Mr. Viner. FHA would be a better group to ask on that. 


URBAN RENEWAL PROGRAM 


Mr. Yates. What about the urban renewal program? I notice no 
increase in 1957 over 1956. Does that mean you are not expanding 
the program? 

Mr. Coxe. No, the program is expanding rapidly. 

Mr. Yares. The table on page G—1 shows certifications in 1956, 
90; and in 1957, 90. Then you have an increase in recertifications 
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from 43 in 1956 to 133 in 1957. Perhaps I should ask what is the 
difference between certification and recertification. 

Mr. Foutitin. The Administrator makes certification for only a 
year’s period, and after that they have to come in for recertification. 
We had 53 in 1955 and we expect 90 this year. We expect that same 
rate to continue next yea 

Mr. Yates. What is ie difference between a certification and a 
title I project? 

Mr. Foiurn. The certification is the workable program requirement 
in the law which means the city should have a plan of action both to 
eliminate and to prevent slums in the future. So it is an all-round 
program of action including not only project plans but code enforce- 
ment and other means of preventing slums in the future. 

Mr. Yares. What is the total for slum clearance? 

Mr. Frantz. $50 million is the appropriation request for grants. 

Mr. Fouiin. On commitments something like $180 million which 
we discussed a few moments ago. 


STATISTICS ON HOUSING DEMAND 


Mr. Yates. We have a new section, Statistics on Housing Demand. 
Does this make up for the ‘‘Census”’ item that was not approved last 


vear? That was a “Commerce” item but the Congress disapproved 
it. Isthis the same thing? 

Mr. Core. No. It is a different approach needed, we think, 
supply information to the Office of the Administrator and to the 
Council of Economic Advisers and other groups. 

Mr. Yates. You are requesting $175,000. 

Mr. Cote. For the Bureau of Census, yes. 


Mr. Yares. The Census was turned down for this, was it not? 

Mr. Cours. Not for this particular item, I do not think. 

Mr. Franrz. There is a request for funds in the estimate for the 
Bureau of Census which you will undoubtedly hear later. This 
$175,000 is to cover a specific problem which was not covered i 
their program. 

Mr. Yarss. What problem is that? 

Mr. Franrz. The problem of getting a sampling of housing demand 
or market demand rather than inventory. 

Mr. Yares. Will any of this survey cover the needs for minority 
housing? 

Mr. Cots. You mean will the sampling divide the survey and the 
report, minority or white, or whatever the case may be? The answer 
is ‘‘No,”’ is it not, Mr. McFarland? 

Mr. McFar.anp. If we were to get the money to carry it out, we 
would negotiate with Census the questions that would be asked. 
Offhand I have no reaction as to whether this would be good or bad. 
I see no technical reason why that information could not be obtained. 

Mr. Yates. Does not FHA have a continuous survey of the 
housing market? 

Mr. Coin. That part of the housing market with which they are 
interested, yes. 

Mr. Yates. How comprehensive will this be? 

Mr. Cote. Mr. McFarland, will you repeat your comments on 
that? 
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Mr. Yares. He need not repeat his comments. He said they had 
not worked out the details. 

Mr. McFartanp. When you were not here I went over this. The 
operations of FHA and VA are not sufficient in themselves to give us 
an insight into what is happening and will happen in the housing 
market. The FHA does, as a practical matter, make some local 
market surveys from time to time for their own insurance operations. 
But, these surveys are spotty—you do not get national coverage 
and they deal with only the FHA part of the ‘market. 

Mr. Tuomas. Gentlemen, we will recess until 1: 


Turspay, Fesrvuary 7, 1956. 


FEDERAL HOUSING ADMINISTRATION 


WITNESSES 


NORMAN P. MASON, COMMISSIONER 

CARLOS W. STARR, ACTING BUDGET OFFICER 

ALLAN F. THORNTON, DIRECTOR OF RESEARCH AND STATISTICS 
LESTER H. THOMPSON, COMPTROLLER 

ROBERT B. WOLF, GENERAL COUNSEL 

HORACE B. BRAZAN, ASSISTANT COMMISSIONER 


Administrative program and financing 


1955 actual 1956 estimate | 1957 estimate 


Program by activities: 
1. Repair and improvement loan insurance - - 
2. Mutual mortgage insurance 


$540, 27: $750, $790, 000 
4, 248, 3: 3, 890, } 4, 309, 800 


insurance 

4. Armed services housing mortgage insurance 

5. Mortgage insurance, secs. 8, 207, 213, 222, 603, 608, 701, 
903, and 908______- Ja N 


25, 713 32, | 312, 000 
‘ : , 000 


, 200 
Total administrative obligations 


Financing: 
Unobligated balance no longer available_—_-_-_-_- 


3. Rehabilitation and ne ighborhood conservation housing i | 
| 
| 





Limitation 
Proposed increase in limitation due to pay increases _ 


Administrative expenses by objects 





1955 actual | 1956 estimate | 1957 estims 





Total number of permanent positions_. - 9! 955 
Full-time equivalent of all other positions . 

Average number of all employees. - - .-- 874 913 
Number of employees at end of year_--.----- 912 945 


Average salaries and grades: 
General schedule grades: 

pe eee ber $5, 117 $5, 575 
Average grade aciniaietad iS-6. GS-6 

01 Personal services: 
Permanent positions_----- altace hai $4, 491, 503 $5, 030, 050 
Positions other than perme anent ; 9, 416 : oe 
Regular pay above 52-week base--__.....----..------- 17, 500 19, 000 
Payment above basic rates__- : 74, 825 30, 000 
Other payments for personal serv PS BEM 5, 412 13, 000 


Total personal services , 638, 656 5, 092, 050 


72350—_56—pt. 2 
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Administrative expenses by obje 


Travel_. 

Transportation of things. 
Communication services 

Rents and utility services__- 
Printing and reproduction -_- 

Other contractual services -- -- 
Supplies and materials 

Refunds, awards, and indemnities_-- 
Taxes and assessments. -- i 


03 
04 


07 
O08 
13 


Administrative expenses incurred _. 


Nonadministrative program and financing 


Program by activities: 
1. Repair and improvement loan insurance 
2. Mutual mortgage insurance 
3. Rehabilitation and neighborhood conservation housing 
insurance 
Armed services housing mortgage insurance __ 
Mortgage insurance, secs. 8, 207, 213, 222, 603, b 701, 
903, and 908 


4. 
5. 


Total nonadministrative obligations 
Financing: Unobligated balance no longer av ailable 


Limitation 
Proposed increase in limitation due to p: ay increases 


Nonadministrative expense 


Total number of permanent positions_ _-_- 
Full-time equivalent of all other positions 
Average number of all employees 
Number of employees at end of year 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Personal services: 
Permanent positions. --..-.----- , 
Positions other than permanent 
Regular pay above 52-week base 
Payment above basic rates 
Other payments for personal services - 


ee I WE PRUE oe cee eens wen eerccsctocns 
_ +) RE See nea 
Transportation of things. 
Communication services 

Rents and utility services___- 
Printing and reproduction --- 

Other contractual services 

Supplies and materials-_-_------ 
Equipment-__- 

Refunds, awards and indemnities__- 
Taxes and assessments 


Total nonadministrative obligations. 


Mr. Tuomas. 
us the Federal Housing Administration. 


cls—Continued 


1955 actual | 1956 estimate | 1957 estimate 


$195, 427 | 
7, 814 | 
45, 708 
555, 551 
48, 567 | 
113, 470 
54, 400 
300 
7, 521 


‘, 


$390, 000 | $445, 000 
7,035 
63, 500 
565, 000 
56, 280 
191, 645 
63, 315 


5, 667, 414 





1955 actual estimate 1957 estimate 


$2, 938, 258 
23, 104, 435 


$2, 850, 00( 
26, 300, 006 


$2, 950, 000 
25, 220, 000 


| 
| 


139, 842 | 
442,430 | 
4, 197, 110 | 


3, 550, 000 
1, 900, 000 


3, 680, 000 


1, 550, 000 
1, 203, 000 


3, 147, 000 





30, 822, 075 35, 050, 000 | 37, 300, ¢ 000 


737,925 |...... on 





The committee will come to order. 


33, 000, 000 | 
2, 050, 000 |__- 


31, 560, 000 37,3 300, 000 


8 by objects 


' 


1955 actual | 1956 estimate | 1957 estimate 


5, 632 

20 
5, 469 5, 821 
5, 587 5, ‘989 


6, 039 
20 


$4, 912 $5, 263 | 


| $5, 238 
GS-7.2 | 


GS8-7.2 


$23, 814, 160 | 
134, 398 
90, 061 
1, 832, 534 
15, 493 


$29, 016, 185 
100, 000 
ao 900 


$30, 673, 175 
100, 000 





29, 434, 085 
2, 249, 325 
150, 940 
663, 550 

1, 376, 000 
398, 900 
328, 400 
285, 500 


25, 886, 646 | 
1, 834, 737 | 
128, 694 | 
570, 145 
1, 086, 032 | 
340, 735 | 
342, 725 | 
242, 279 | 
343, 950 
1, 145 
44, 987 


30, 822, 075 7é 


30, 865, 175 
2, 411, 625 
160, 700 
744, 000 

1, 485, 000 
424, 600 
638, 300 
303, 800 
210, 000 


35,050,000 | 37, 300, 000 


We have with 
It is certainly nice to have 


with us again our distinenished friend and Commissioner, Mr. Mason. 
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With him is Mr. Starr, acting budget officer; Mr. Thornton, Director 
of Research and Statistics; Mr. Thompson, comptroller; and Mr. 
Wolf, General Counsel. 

I have just learned through Mr. Mason that Mr. Wolf has been 
with the organization only a few weeks. We certainly welcome you. 
We hope you come back to see us again. 

Mr. Mason, do you have a statement for us? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. We will be glad to listen to you as long as you want 
to talk. 

Mr. Mason. I have a statement on the regular budget and one on 
the supplemental budget. Which would you prefer first? 

Mr. Tuomas. Take the regular one first, and then we will take up 
the supplemental later. 


GENERAL STATEMENT 


Mr. Mason. I welcome this opportunity to review with you the 
housing situation in the country as it affects FHA’s programs. 

First, let me say that there continues to be a demand for housing 
partic ularly i in the lower and middle price ranges. 

Last year was one of the biggest volume years in history. FHA 
applications were received covering almost 700,000 dwelling units 
in the fiscal year 1955. 


AVAILABILITY OF MORTGAGE MONEY 


Recently mortgage money has been very tight and this has inhibited 
activity during recent months. Already, however, there are definite 
indications that the market is easing. It is my opinion that there 
will be adequate mortgage funds for a continued high level of housing 
activity in the fiscal year 1957. 

I would like to add here that our indications are that this change 
began in December and we have a going-up line on this availability 
of money now. 

We need only look back to the situation 2 years ago to see how 
quickly and how radically this picture can change from a tight money 
market and low volume of housing activity in FHA applications 
to an adequate money market with a high level of activity. 

In January of 1954 we had been experiencing for some months 
an extremely tight mortgage money market but there were indications 
beginning to be apparent that the market was easing. In January 
1954 FHA applications for home mortgage insurance were at a season- 
ally adjusted rate of 372,000. By May it had risen to 488,000, by 
August it had jumped to 627,000 and after the Housing Act of 1954 
it rose to a rate in excess of 700, 000 units. The recent tightness of 
the mortgage money market has not been as severe and housing 
activity has remained at higher levels than were experienced in the 
tight money market 2 years ago. 

We are expecting in 1957 that our basic home mortgage activity 
under section 203, which, as you know, is our single family house 
program, will maintain at a high level though not quite as high as that 
experienced last fiscal year. I would say perhaps 5 percent less. 
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NEW PROGRAMS UNDER 1955 AMENDMENTS 


The new legislative amendments, particularly those programs for 
armed services housing, urban renewal housing and cooperative 
housing are, however, expected to achieve higher rates of activity as 
work progresses under them in the coming fiscal year. 

The new armed services housing program which authorized 100,000 
units of new housing for military and civilian personnel of the Armed 
Forces is making fine progress. Some 40,000 units are under con- 
sideration already between our offices and the Defense Establishment. 
Some of these have already been let out to bid preparatory to filing 
firm applications for mortgage insurance. 

The Urban Renewal Administration, with whom we are working 
closely, anticipates a program under which 75,000 unit applications 
will be received by FHA for mortgage insurance under sections 
220 and 221 in the fiscal year 1957. 

The Housing Amendments of 1955 amended section 213 for co- 
operative housing and gave it a strong statutory direction and impetus. 
This program which has been relatively inactive during the last year 
or so is expected again to become an active working program to serve 
middle-income families. 

Congress also provided in the Housing Amendments of 1955 a new 
program for the insurance of mortgages on trailer parks under which 
some additional FHA activity is expected in 1957. 


FHA APPLICATION WORKLOAD 


In the aggregate FHA expects to receive about 800,000 unit ap- 
plications. Of these 635,000 would be under our long established 


basic home mortgage insurance program, section 203 of the National 
Housing Act, and the balance is attributed almost entirely to the 
statutory amendments in the Housing Acts of 1954 and 1955. 

To meet this workload and administer our programs, the 1957 
budget would authorize use of $44.4 million of FHA’s income. Fees 
and premiums to be collected in the fiscal year 1957 are estimated at 
$163 million. 


SAVINGS DUE TO MANAGEMENT IMPROVEMENTS 


During the last year we have taken a good critical look at ourselves, 
in accordance with your instructions, Mr. Thomas. 

We have found some places where we could save money and conduct 
our operations more efficiently. We have also found some things 
that we are not doing that we should be doing. 

Both these savings and our additional needs are reflected in our 
estimate. We secured surveys of some of our operations by an 
expert management firm and we exerted ourselves in vigorous efforts 
at self-improvement. 

As a result, savings of approximately $300,000 have been reflected 
in the 1957 budget. These savings are the result of improvements 
in procedures and production in some of the large repetitive operations 
conducted in the central office. 

We reorganized our title I collection activity to make it more 
effective. Collections are at an all-time high today. Estimated 
collections total $9,150,000 in 1957 compared to $8,241,000 in the 
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fiscal year 1955. At the same time we were able to strengthen our 
dealer control and lender relations in the title I home-improvement 
loan field so as to give better service and better protection to the 
public. 

TECHNICAL TESTING PROGRAM 


We also found we were not doing enough in the rapidly advancing 
field of building technology. We sat down with representatives of the 
industry, of the Building Research Advisory Board, of the National 
Bureau of Standards, the Forest Products Laboratory, the Veterans’ 
Administration and the other housing agencies. 

We found that industry was doing a good job of new product 
development but that we were not able to keep up with the advancing 
technology in the adjustment of our construction standards. 

FHA cannot let itself be a roadblock in the path of progress in 
building technology. Neither, on the other hand, can we permit 
inadequately tested or untried methods of construction at the risk of 
the Government on its mortgage insurance contracts and at the risk 
of the homeowning public. 

We recognized that we had to improve our ability to act promptly 
in evaluating new materials and methods of construction and in issuing 
standards which the industry at large can follow in their manufacture 
and use. 

At the same time we found that there were some areas of building 
technology which are being neglected. These are areas outside the 
field of new product development, in which the questions involve 
combinations of products or variations and improvements in estab- 
lished construction methods. In such cases, no one manufacturer is 
in a position to perform or pay for the nec essary testing and evaluation. 
It was recognized that under these latter circumstances FHA would 
have to pay for some or all of the testing needed. As a result a 
program was developed to meet this need. 

Under this program FHA and other Government agencies would 
work together with industry. Industry will provide all the data 
which it has at its disposal concerning its products. 

Where the question involves the testing of a new product by a 
given industry, industry will continue to pay for the tests and supply 
all of the material to FHA for evaluation. FHA will have to improve 
its facilities to act on this data promptly and issue standards for the 
industry to follow. These standards will be made available to the 
Veterans’ Administration, other interested Government agencies, the 
industry at large and the public. 

In cases involving combinations of materials or other circumstances 
which preclude assumption of the full burden by any member of the 
industry, industry will again supply the data at its disposal as will 
other Government agencies and institutions in the building field, but 
FHA will secure the necessary tests and evaluation. 

These tests, however, will be performed by existing private and 
governmental laboratories outside FHA. FHA itself will do no test- 
ing. Again, FHA will have to improve its facilities for prompt evalua- 
tion of the results and prompt issuance of standards which the industry 
can follow. 

We have included in the 1957 budget estimate $300,000 of non- 
administrative expense to finance these tests—this is money which 
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would be paid to other organizations to do this testing for us—and 
$50,000 of administrative expense for improving our facilities to 
evaluate the results and issue standards promptly. This is personnel 
within our own administration. 

We also found that we needed to strengthen our controls in the form 
of audits and examinations both of our internal operations and of 
corporate mortgagors operating rental housing projects covered by 
insured mortgages and rental brokers managing properties acquired 
by FHA in the course of insurance operations. 

Now let me briefly summarize the principal elements in our budget. 


ADMINISTRATIVE EXPENSES 


Our administrative expense estimate totals $7,150,000. Of this 
amount approximately $400,000 is the cost of the increased salaries 
prescribed by the Federal Employees Salary Increase Act of last 
summer. 

$450,000 is for the administration of the Housing Amendments of 
1955. Included in this figure is $340,000 for the cooperative housing 
program in accordance with the statute and the reports of the Banking 
and Currency Committees calling for an adequate staff to advance 
this program affirmatively. $75,000 is for the administration of, the 
soe ng services housing program, and $35,000 is included for trailer 
parks 

The annual General Accounting Office audit is costing $85,000 more 
next year than it cost in the fiscal year 1955. The servicing workload 
entailed in the increase of $5.6 billion in insurance in force from 
June 30, 1955, to the end of the fiscal year 1957, improved technical 
standards and the stronger audit program, which I have just referred 
to, will account for a total of approximately $400,000. 


NONADMINISTRATIVE EXPENSE 


The nonadministrative budget is based on the workload of applica- 
tions to be examined, inspections of housing under construction, de- 
faulted notes to be collected, and related workload. 

We expect to examine nearly 800,000 unit applications for mortgage 
insurance, to perform more than 1 300, 000 compliance inspections on 
homes under construction, and to collect more than $9 million on 
160,000 defaulted repair and improvement loans under collection. 

Based on the anticipated workload our estimate for nonadministra- 
tive expense totals $37,300,000, of which approximately $2.5 million 
represents the cost of the Pay Act and of the increased travel rates 
pursuant to the Travel Expense Act approved at the last session of 
Congress. 

Our retained earnings and statutory reserves available for future 
insurance losses and expenses, which now stand at approximately 
$450 million, are expected to reach approximately $572 million by 
June 30, 1957. Thank you. 

Mr. Tuomas. That is a very nice statement. It is right to the 
point. 
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SUMMARY JUSTIFICATION DATA 


Mr. Reporter, I wonder if you will insert at this point the table on 
page 3, and also the summary data on pages 4, 5, 6, and 7, in the 
record. 

(The material referred to is as follows:) 

FEDERAL HovusInG ADMINISTRATION 
Program highlights 


{Dollars in millions] 


Current program operations: 
Unit applications received _ - 
Unit applications examined. 
Mortgage insurance commitments: 
Unis. ..+< baat : 
Amount. . i a. 
Inspections: 
Inspections made (1- to 4-family units) 


Average multifamily units under inspection. 


Unit construction starts 
Mortgage insurance written: 
Units. ....- a6 

Amount_ . a ; 
Improvement loans insured: 

IOUS 22 5) ie 

Amount (net proceeds) 


Program status end of year: 
Outstanding balance of insurance in force: 
Improvement loans 
Mortgage insurance --- 


PO. suicil. 


Acquired security or collateral on hand: 
Defaulted improvement loans 
Acquired properties: 

Number of units__- 
Amount... - 


Mortgage notes and sales contracts outstanding. 


Receipts and expenses: 
Net fees and premiums collected 


Administrative expenses. 
Nonadministrative expenses - - 


Total expenses-- 


Excess of receipts over expenses. 


Actual, fiscal 
year 1955 


691, 330 


655, 753 
599, 102 | 
$5, 984. 9 


1, 240, 450 
19, 500 
297, 724 | 


289, 880 | 

$2, 635 
1, 263, 731 | 

$757.8 


$1, 186.9 
17, 552. 4 


18, 739. 3 | 


$64.9 | 


25, 447 
$178.1 | 
$56. 6 


$132.7 
oo. 
30. 


36.5 | 


"96.2 


Estimate, 
fiscal year 
1956 


738, 000 


700, 800 | 


652, 000 | 


$6, 729. 2 


1, 305, 000 
13, 500 


341, 000 | 


413, 100 | 
$4, 264.9 | 


1, 200, 000 | 
$726.0 | 


$931. ! 
20, 066. 7 


$71.9 | 
27, 298 | 
$202. 4 | 
$82.8 | 


$142.6 


6.3 
35. 0 


41.3 | 


101.3 


20, 998. 


Estimate, 
fiscal year 
1957 


815, 000 
782, 600 


731, 950 
$7, 449.7 
1, 322, 000 


21, 000 
410, 000 


408, 800 
$5, 176.6 


1, 300, 000 
$786. 5 


$1, 018. 2 
23, 377.3 


24, 395. 5 


78. 2 


21, 099 
$160.9 
$126. 0 


$163 


37.: 
44 


118. 6 


SUMMARY-——PROGRAM, BUDGET ESTIMATES, FISCAL YEAR 1957 


The budget program for the fiscal year 1957 is designed to meet the high volume 
of business reflecting the liberalized insurance terms for the home-mortgage pro- 
grams and the new programs provided by the Housing Act of 1954 and the 
Housing Amendments of 1955. With the aid provided by Congress through a 
supplemental appropriation in January 1955, FHA was able, by June 30, 1955, to 
recruit sufficient staff to maintain its workload on a current schedule. At that 
time, expenses on an annual rate approximated $41 million. "Expense estimates 
for fiscal year 1957, totaling $44,450,000, include $450,000 to carry out the 
provisions of the Housing Amendments of 1955, $85,000 for the increased cost of 
the GAO audit, and $2,915,000 to process 190,000 additional unit applications 
a mortgage insurance and to service an increase of $5.7 billion of insurance 
in torce, 

In the basic home-mortgage program, section 203, the volume of applications 
has been very heavy. After approval of the Housing Act of 1954, applications 
for home-mortgage insurance in fiscal 1955 under section 203 increased sharply 
and very quickly exceeded the processing capacities of the field offices. Backlogs 
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arose generally throughout the country. The situation soon became critical 
despite every effort that could be made through institution of emergency measures 
within the limits of the funds available under the appropriation act. In January, 
however, Congress approved a supplemental appropriation act, authorizing FHA 
to use an additional $5,435,000 of its insurance income for operating expenses. 
Under this authorization, and with processing staffs in the field working 6 days 
a week, backlogs were gradually reduced, though not eliminated by the end of 
the fiscal year 1955. 


Current volume of operations 


The volume of applications during recent months has consisted almost entirely 
of home-mortgage applications under section 203 of the National Housing Act. 
Looking to the future, however, other programs assume increasing importance. 
One of the most significant of the new FHA programs is the urban renewal program 
under sections 220 and 221 of the National Housing Act. Many communities 
throughout the country have faced squarely the fact that urban blight constitutes 
one of their major problems economically and sociologically. Since approval of 
the new urban renewal program in the Housing Act of 1954. there has been a 
great deal of activity at the local level. This activity has not, as yet, matured on a 
large scale in the form of FHA applications but it is clear that the great need is 
being recognized and faced locally and that the urban renewal program is the best 
vehicle yet developed to meet this problem. A substantial and increasing volume 
of applications under the urban renewal program is expected as problems at the 
local level are resolved. A total of 75,000 unit applications is estimated in 1957 
under sections 220 and 221. 

Title VIII, providing FHA insurance for housing at military and atomic 
energy installations, had been scheduled to expire at the end of fiscal year 1955; 
however, the Housing Amendments of 1955 amended and extended title VIII. 
The new armed services housing mortgage insurance provisions extend through 
September 1956. Approximately 100,000 units of housing are authorized under 
this program. The statute directed FHA to appoint a Special Assistant for 
Armed Services Housing and to provide him with adequate staff to accomplish 
this work. 

The cooperative housing provisions of the National Housing Act (sec. 213) 
were given a strong statutory impetus and direction by the housing amendments 
of 1955. The amended cooperative housing provisions direct the Commissioner 
to appoint a special assistant with adequate staff to advance the program affirm- 
atively, to eliminate obstacles to its full operation, and to encourage the develop- 
ment of consumer-initiated cooperatives. In addition, the amendments shifted 
the basis for determining the maximum insurable loan from appraised value to 
estimated replacement cost and authorized the Federal National Mortgage 
Association to make advance commitments to purchase cooperative housing 
mortgages in a total amount not to exceed $50 million at any one time, not to 
exceed $5 million of which may be in any one State. The revised estimate for 
the fiscal year 1956 and the estimate for 1957 provide for implementation of these 
provisions, and an increasing volume of housing under section 213, totaling 
10,000 new housing units in 1957, is anticipated. 


Estimated mortgage insurance applications 


During fiscal 1955, 681,716 unit applications for mortgage insurance in the 
1- to 4-family class, and 9,614 multifamily project unit applications were received 
for a total of 691,330 units. It is estimated that 656,500 unit applications for 
mortgage insurance in the 1- to 4-family class and 81,500 multifamily project 
unit applications, or a total of 738,000, will be received in the fiscal year 1956, 
and in fiscal 1957 it is estimated that 703,000 unit applications in the 1- to 4- 
family class and 112,000 multifamily project unit applications, or a total of 
815,000 unit applications, will be received. 


Repair and improvement loans 


The Housing Act of 1954 introduced a 10 percent coinsurance borne by the 
lending institution on each loan reported for insurance. This statutory change 
was directed to improving the quality of credits and inducing high standards in the 
selection by the lending institution of dealers from whom they would purchase 
notes. In addition, items not contributing to the basic livability of homes were 
made ineligible by regulation for FHA-insured repair loans. In recent months, 
title I repair and improvement loans have approached an average, seasonally 
adjusted, of 1.1 million and have exceeded that rate in 1 of the last 4 months. 
Approximately 1.2 million notes are expected to be reported for insurance in the 
fiscal year 1956 and 1.3 million notes in the fiscal year 1957. 
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Need for stronger program supervision, underwriting, and controls over operations 

Since July 1950 insurance in force has risen from approximately $11.2 billion 
to $18.7 billion at June 30, 1955. Thus at June 30, 1955, the administrative 
staff of the agency was charged with responsibility for supervising, controlling, 
and servicing a 67 percent increase in insured liability over July 1950 levels, while 
the staff was at a level 15 percent below the July 1950 staff. The budget estimate 
for 1957 would provide an average employment of 1,005, as compared with 1,050 
in fiscal 1950. 


Mr. Tuomas. Let me go back to this summary table, which is an 
excellent one. It tells the tale right there. 


VOLUME OF APPLICATIONS 


I note you received for unit applications, 815,000. That is your 
estimate for 1957; 738,000 for 1956; 691,330 for 1955. When was 
this budget prepared, Mr. Mason? 

Mr. Starr. Last October and November. 

Mr. Tuomas. When did you go to the Bureau of the Budget? 

Mr. Srarr. It was prepared September 15 but it was revised after 
that, after the Bureau acted upon it. 

Mr. Tuomas. Were all your facts and figures in it revised after 
September? 

Mr. Starr. Yes, sir. 

Mr. TuHomas. It was brought down to date? 

Mr. Srarr. Yes. 

Mr. THomas. What were the number of unit applications received 
up to January 1, December 1, or whatever period you want to have? 

Mr. THornton. 267,000 units in the first 6 months of the year. 

Mr. Toomas. Do you anticipate you will meet your estimate in 
1956? 

Mr. Mason. Yes, Mr. Thomas, we think we will because of the 
increased activity in urban renewal, which is just right on top of us 
now in the spring season. 

Mr. Tuomas. Do these figures take into account the three duties 
imposed on you late last August, urban renewal, military housing, 
and trailer parks? 

Mr. Mason. Yes, sir. 


MILITARY HOUSING 


Mr. TuHomas. Do you think you are going to have 100,000 units 
of military housing? You can depend upon the military boys building 
their authorization. You think you will have 75,000 out of urban 
renewal? 

Mr. Mason. Could I say that the military housing won’t all be 
built this year. 

Mr. Tuomas. It is over a period of 3 years? 

Mr. Starr. It expires September 30, 1956, the next budget year. 

Mr. Tuomas. Was it a 2- or 3-year program? 

Mr. Mason. It was really a l-year operation from the time the 
legislation was passed. 

Mr. Tromas. You mean, they won’t get it all underway—— 

Mr. Mason. Some will be in this fiscal year 1956 and some in 1957. 

Mr. Starr. We have 45,000 unit applications shown for 1956 and 
55,000 for 1957. 
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URBAN RENEWAL HOUSING 


Mr. Tuomas. That is military housing. What do you have for 
urban renewal housing? You had a figure of 75,000? 

Mr. Starr. That is it. 

Mr. Tuomas, All this year? 

Mr. Starr. In 1957. 

Mr. THomas. But for your first 6 months you are missing your 
schedule by about 15 percent; aren’t you? 

Mr. Mason. That is correct. 

Mr. Tuomas. But you think you will pick it up. What makes 
you think you will pick it up? 

Mr. Mason. This upswing in the money market, which we have seen 
coming since December; the activity in urban renewal. We have a 
whole list of urban renewals and military housing. 


NUMBER OF HOUSING STARTS 


Mr. Tuomas. In your 5-percent estimate for the calendar year 1956, 
do you mean to say that the country as a whole will come within 5 
percent of the housing starts in 1955? 

Mr. Mason. We are talking about FHA applications. 

Mr. Tuoomas. What about the country as a whole? 

Mr. Mason. I listen to a lot of experts. Mr. Holden, of Dodge 
Reports, is of the opinion, told me personally recently, that he 
believes we will do as many housing units in calendar year 1956 as 
in 1955. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. The gentlemen are usually well informed. Certainly 
they have access to perhaps every facet of information but sometimes 
they can be wrong. I hope he isn’t. 

If the FHA should do within 5 percent of the number of starts in 
1956 as compared to 1955, why shouldn’t the remainder of the 
country do it? 

There is no need of singling you out. There are the veterans, 
FHA, Federal Home Loan Bank Board, and all the rest. 

Mr. Mason. As to the 1957 reductions, this is single-family hous- 
ing units we are talking about. 

We are figuring the starts will be as great as they were the year 
before, but the makeup of those starts will be different. There will 
be less single-family housing and more of the multifamily housing. 

Mr. Tuomas. It will all average out to about within 5 percent of 
the number? 

Mr. Mason. It will all average out at about the same figure as we 
did this year. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. Certainly the last 3 months hasn’t indicated that 
figure, has it? 

Mr. Mason. You see, in the past year we have built almost ex- 
clusively single-family housing. 

Mr. Tuomas. Say October 15, November 15, December 15, January 
15 
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Mr. Mason. In December we were building at a rate slightly under 
1,200,000 houses a year. 

Mr. THomas. The best you can hope for is around 50,000 or 60,000 
out of the military, and I doubt if you will get 15,000 out of urban 
renewal; 20,000 is the top figure would be my guess. 

So, you have to go right back to John Public for the others? 

Mr. Mason. We expect a lot of cooperative housing. 


VOLUME OF APPLICATIONS PROCESSED 


Mr. THomas. What was the number of policies that you issued 
during the calendar year 1955? I notice you examined 700,800 last 
year against an estimate of 782,600 for 1957. 

Mortgage commitments, units, 652,000. Does that figure mean 
multipurpose and single family, too? 

Mr. Srarr. That is correct. 

Mr. THomas. What is it, 99 or 98 percent single-family units? 

Mr. Starr. You are close. 

Mr. Tuomas. Six hundred and fifty-two thousand. That is not a 
bad volume, is it? 

You don’t mean to say now that you really believe this figure here, 
731,950 commitments for next year? 

Mr. Mason. Yes, we do. 

Mr. Tuomas. You are optimistic. I hope you are right. In round 
figures, it is 80,000 more than you had last vear. 

"Mr. Mason. Fifty-five thousand of that will be military. 

Mr. Tuomas. That will even be including them. That is 15 per- 
cent more starts than you had last year. You are not going to get, 
by your own figures, more than 60,000 out of the other 2 programs. 
That is 10,000 more than you had last year even including them. 

Mr. Starr. May I comment on that a little bit? Your military 
starts—we may receive 45,000 this year, but we may not get those 
started until next year. That would tend toward increasing the 
starts in 1957. That is why our start figure is higher in 1957. 

We might receive them and process them, but they might not get a 
hole dug in the ground until 1957. That is when we start our in- 
spection work. 

Mr. Toomas. The military needs these houses pretty badly. That 
means they will get started quicker than you think. 

Mr. Mason. They have already let one job in your State. 

Mr. Tuomas. They don’t lose much time. 

That is a phenomenal record, 652,000. 


FHA PORTION OF ALL PRIVATE HOUSING STARTS 


What is that percent of the total starts of the country? The 
home-loan bank claims about 37 percent. That gives you about 33. 

Mr. Srarr. Which figure are you looking at? 

Mr. Mason. Insurance commitments. 

Mr. Tuomas. Your best figure here on that basis is your 1955 
figure. Your 1956 is an estimated figure and your 1955 figure is a 
completed figure. That is 600,000, but even at that that is pretty 
good. Itis about 38 percent of the total commitments of the countr y. 
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Mr. THornton. For comparisons with the home loan bank figures, 
we would normally think of our insurance in relation to mortgage 
recordings. FHA would do about 20 to 25 percent. 

Mr. Tuomas. These figures indicate you do more than that. 

Mr. Tuornton. This 652,000 figure relates to the commitments to 
be issued. 

Mr. Tuomas. Look at the 1955 figure. Does it include your repair 
loans? 

Mr. THornton. No; it is just commitments. From the commit- 
ment stage to insurance, we lose close to half of our home loans. 

Mr. THomas. Where on this table—— 

Mr. Mason. 289,880 units insured in 1955. 

Mr. Tuomas. Insurance written. I have it checked here. You 
make a distinction between commitments and written. It doesn’t 
count until it is written; is that correct? 

Mr. THornton. That is right. 

Mr. Tuomas. I was bragging on you too soon; wasn’t I? 

So, your policies actually written, your units for 1955 were 289,880, 
jumped to 413,100 in 1956, and you intend that to go to 498,800. 
You might do it then with that boost. 


VOLUME OF INSURANCE WRITTEN 


Let us see the amounts. Dollarwise, in 1955 you insured $2.635 
billion. 

Mr. Mason. Yes, sir. 

Mr. THomas. 1956 is $4,264,900,000. You intend to go up this 
year to $5.176 billion, which is about half what a good roads program 
could cost on the basis of $110 million for 10 years. Steel and con- 
crete are bringing a very fine price now, and if you double your ca- 
pacity, or rather, your need for steel and concrete, structural type, 
to say the least the highway program would be in direct competition 
with your house building program by 100 percent. You double the 
strain on it 100 percent; do you not? Not necessarily for all lumber, 
but certainly for concrete and steel and a good part for lumber? 

Mr. Mason. Certainly for concrete. I will go along with that. 
That is always a competitive item with the roads program. 


INSURANCE OUTSTANDING 


Mr. THomas. How much insurance do you have outstanding as of 
any given period now? In your fiscal year 1956 you are going to 
add $4,264,900,000 to your load. 

Mr. Starr. It is right down about 3 or 4 lines there, under 
insurance. 

Mr. Tuomas. $20,066,700,000? 

Mr. THornton. That is right. 

Mr. THomas. That is through the fiscal year. Do you have any 
more liabilities besides that? 

Mr. THornton. Property improvement loans right above. A little 
less than $1 billion. 

Mr. Tuomas. That is repair loans? 

Mr. Mason. Yes, sir; title I. 

Mr. Tuomas. Where is that figure? 





1133 


Mr. THornton. Immediately above the $20 billion. 
Mr. Tuomas. $931.5 million. Next year it goes up to $1.18 billion, 
and a total then of almost $21 billion. 


STATUS OF FHA RESERVES 


How much do you have in the reserve fund this vear? 

Mr. Starr. Right at the present time I think the Commissioner 
read off $452 million. 

Mr. Tuomas. You have your two expense items in here, and you 
know how much they are going to cost this year, but you don’t know 
what your balance is going to be. What is the total amount in your 
fund now, the reserve? 

Mr. Mason. It is approximately $450 million as of now. 

Mr. Tuomas. How much are you going to put into it? 

Mr. Mason. We expect $572 million by June 30, 1957. We are 
adding to it. 

Mr. Tuomas. How much, Mr. Commissioner? 

Mr. Mason. $572 million. 

Mr. Tuomas. You are really jumping, then. That is $122 million 
in 1 year. How come? 

Mr. Mason. Our income for the year, fees and premiums to be 
collected during the year, will be $163 million. 

Mr. Tuomas. That jumps from 132—— 

Mr. Mason. That is estimated for 1957. 

Mr. Tuomas. That is $132,700,000 in 1955, jumps to $142,600,000 
in 1956 and $163 million. That is your fees collocted? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. You are going to subtract your administrative and 
your nonadministrative expenses, $44.4 million, from this $163 million; 
is that correct? 

Mr. Starr. That is correct. 

Mr. Tuomas. Is that a net figure, the $163 million? 

Mr. Mason. No. The $163 million is gross. 

Mr. Tuomas. You have $119 million net? 

Mr. Mason. We said $122 million over here. The difference is in 
the timing. 

Mr. Tuomas. Where do you get this $122 million? 

Mr. Mason. The $122 million is beyond this point; is that right? 

Mr. Starr. Yes. 

Mr. Mason. Between now and June 30, 1957. 

Mr. Tuomas. That is a phenomenal record. 

What do you mean by the $452 million fund and the $572 million 
fund? How much potential liabilities are you charging against that? 
The fellow said, ‘‘How net is that figure? How much minus is when 
you put your net to it.’ Should it be minus $572 million? 

Mr. Mason. The $572 million is in Government bonds, cash, or 
other assets. Of course, it isn’t all there vet. The $450 million is. 

Against this we have the obligation, the chance of the failure of all 
the loans that we have insured, ‘which are just under—— 

Mr. Tuomas. Let’s don’t take those. Let’s take Chinn that have 
already fallen down and are back in your lap. 

Mr. Mason. When we take back a piece of property, if it is a single 
family, we set up a reserve of 15 percent; if it is multifamily, it is 40 
percent. They are already set up and are not in this figure. 
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NUMBER OF ACQUIRED PROPERTIES 


Mr. Tuomas. Tell us how many units in single family and how 
many multifamily you have already taken out, and what is the sum 
total of the liability. 

Mr. Mason. $450 million is for the future, sir. 

Mr. THompson. That is correct, sir. At the present time we have 
an on-hand inventory of Commissioner-owned small home properties 
of 4,918 properties or 6,547 units, for $42,746,000 of Commissioner’s 
investment. 

We have on hand 334 project-type properties or 23,042 units, for 
$168,300,000. That is a total of $211,009,000. 

Mr. Tuomas. Will you put that in the record in the form of a table, 
separating the single family from the projects, and put in the unit 
cost, total obligation, and so forth. 

(The material referred to is as follows:) 


Inventory of small home and project type properties and assigned mortgages on hand 
as of Nov. 30, 1956 





Number of | Number of 


properties units Cost to FHA 


Homes, 1 to 4 family Ee RB fee 4,918 6, 547 $42, 746, 148 
Project type properties and notes _ _- i 334 23, 042 168, 263, 630 





5, 252 | 29, 589 $211, 009, 778 
| | 





Valuation reserves established to cover estimated losses on sale of the above 
security and remaining asset values. 








| | 
Cost of secu- | Valuation | Net asset value 
| rity to FHA reserve of security 


Homes, 1 to 4 family | $42, 746, 148 $15, 347, 285 $27, 398, 863 
Project type properties and notes---.......--.-------.--- 168, 263, 630 68, 419, 533 99, 844, 097 


ee tintinndaeénsausasccspamcdspconpsenanaeasane 211, 009, 778 83, 766, 818 127, 242, 960 





Mr. Tuomas. That total figure there is $209 million, you say? 

Mr. THompson. $211 million. 

Mr. THomas. Was that your acquisition cost? 

Mr. Tuompson. That is the total cost to date. We capitalized all 
our expenses. 


LIABILITY ON ACQUIRED PROPERTIES 


Mr. Tuomas. What is your total outside liability, and witat-is the 
total number of units, family, and multipurpose? What was the 
total number of units? 

Mr. Tuompson. For single family and multifamily—— 

Mr. Mason. Separate them. 

Mr. Tuompson. To separate them, you have 4,918 home proper- 
ties—you want the money for those? 

Mr. Tuomas. Yes. 

Mr. THompson. $42,746,000. The project type, you have 334 
projects or 23,042 units. 
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Mr. THomas. Some big ones. You get in trouble fooling around 
with the big ones. 

Mr. THompson. The dollars on that is $168,263,000. 

Mr. Toomas. What do you mean by, “‘cost on that’? Explain that 
to us. 

Mr. THompson. The cost? 

Mr. Tuomas. You said, “as to date.” 

Mr. Tuoompson. The cost is whatever the Commissioner paid when 
he acquired the properties. 

Mr. Tuomas. You brought the paper up to date? 

Mr. THompson. Yes. 

Mr. Tuomas. How much liability does the taxpayer have on all 
those units? We will use a round figure of about 28,000 units. What 
is the outside liability of the taxpayer on those units to date? 

Mr. THompson. We have against these properties that I have just 
talked about, cost of $211 million, we have valuation reserves estab- 
lished prior to the surplus of $85,600,000. If our estimates as to the 
reserves are correct, then there is no liability to the taxpayers. That 
amount of reserve should be sufficient to cover the losses. 

Mr. Tuomas. Just in case it isn’t, do you mind giving us that 
outside figure, please, sir? 

Mr. THompson. It would be $126 million, which we should realize 
on the sale of these properties. 

Mr. Tuomas. What is the total amount of your mortgage insurance 
outstanding on the 28,000 units? 

Mr. Tuompson. On these 28,000? These are properties that have 
been acquired by the Commissioner. So, there is no mortgage in- 
surance outstanding 

Mr. Tuomas. What was the investment? 

Mr. THompson. $211 million. 

Mr. Tuomas. That is the total outside liability? The original 
investment cost, if you want to put it like that, minus the payment 
you have made on it to date, is $211 million? 

Mr. THompson. Plus the expenses, minus any income from the 
properties. 

Mr. Tuomas. That is the total liability to date, then. Against 
that you have set up a reserve of $85 million? 

Mr. THompson. Yes, sir. 

Mr. Tuomas. How long will that $85 million last you? 

Mr. Mason. In our past experience, it will pay off these without 
any further need. 

Mr. Tuomas. In other words, you are still getting some rents and 
revenues out of these properties. The old real estate rule is if you 
have a reserve for 18 months, you can weather most any kind of storm. 
If you have $85 million set up here against the total liability of $211 
million, it looks to me like you are sitting all right. 

Mr. Mason. We feel we are. 

Mr. Tuomas. You are a little bit on the generous side, maybe, too? 

Mr. Mason. We believe m being cautious. 

Mr. Tuomas. And above that you have $450 million. Your ‘otal 
outside liability for this fiscal year will be almost $21 billion, and you 
have $450 million cash to offset that $21 billion? 

Mr. Mason. That is correct. 





1136 


Mr. Tuompson. It is liquid assets, rather than cash. It is mostly 
bonds and cash. 

Mr. Tuomas. You let your money work and you put it in bonds? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. Let us look at your collateral on hand here. Your 
defaulted improvement loans jumped from $64,900,000 in 1955,*to 
$71,900,000 in 1956, and to $78,200,000 in 1957. This table breaks 
it down in the number of units. You have for acquired number of 
units for 1956, 27,298, and I use the figure of 28,000. So, we can’t 
quibble too much over that. You think that will go down, and you 
will dispose of some 6,000 to 7,000 units next year, and that figure 
will be roughly 21,000 for 1957, the number of units on hand? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. And you used the figure in the table for 1956 of 
$202,400,000. You gave me a figure awhile ago of $211 million for 
1956 against $160,900,000 for 1957. Those are pretty good figures 
for this tremendous amount of work. 


FBES COLLECTED 


Fees collected, $132,700,000 for 1955, against $142,600,000 for 1956, 
and $163 million for 1957. 

How do you arrive at these fees? Are they statutory? Issued by 
regulation? 

Mr. Mason. By regulation; yes, sir. 

Mr. Tuomas. What does it cost per unit? 

Mr. Mason. There is a statutory limit on premiums. 

Mr. Tuomas. What is your cost per unit? Give us a breakdown 
of those fees for the record. Can you run them over right quick? 
Here is a family unit, a 6-room house with 3 bedrooms. 

Mr. Starr. New construction? 

Mr. Tuomas. Yes. 

Mr. Starr. Forty-five dollars examination fee. 

Mr, Tuomas. How do you break it down? Is it one sum? 

Mr. Starr. Yes. If it comes to insurance, we refund $25. 

Mr. Tuomas. Before you do any business he has to put up $45. 
If he does a little business, you give $25 back? 

Mr. Starr. And then we collect the insurance premium for the 
first year, which is more than the refund. 

Mr. THornton. It would be an average of about $50 for the first 
year’s insurance. 

Mr. Tuomas. Off the record. 

(Discussion off the record. ) 


ADMINISTRATIVE EXPENSES 


Mr. Tuomas. Let us see about your administrative expenses. Let 
us work out this table, again. It will save time later on. The total 
expense for this year is $44,450,000 against $41,300,000. That is 
broken down to $37,300,000 for nonadministrative expense against 
$7,100,000 for administrative for 1957. That compares with 
$6,300,000 of administrative expense for 1956 and $35 million for 
nonadministrative, making a total of $41,300,000 for 1956 against a 
requested increase of $3,100,000; is that correct? 
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Mr. Mason. Yes, sir. 

Mr. Tuomas. How much of that increase goes to salary increase? 

Mr. Srarr. Are you talking about the administrative 

Mr. Mason. Give him both. 

Mr. Starr. Administrative is going up about $400,000. 

Mr. Tuomas. Salary increase? 

Mr. Srarr. Personal services. ‘That is salary, overtime. 

Mr. Tuomas. What I am driving at, you have a supplemental 
coming up for your salary increase, and that is included in your base 
for 1957. So, actually your increase then for 1957 over 1956, and that 
applies also to your travel, is an increase in administrative cost, 
salaries and expenses? 

Mr. Mason. $355,000 administrative, and this is the current year, 
1956, and $2,050,000 in nonadministrative expense resulting from the 
salary increase act. 


SUMMARY OF ADMINISTRATIVE AND NONADMINISTRATIVE EXPENSE 


Mr. Tuomas. Mr. Reporter, at this point put the table on page 11 
in the record. ‘This is an excellent table. You have it all in here. 
(The material referred to is as follows:) 
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Mr. Tuomas. Let us look at your administrative expense. Admin- 
istrative expense is defined normally as expenses and other objects 
incurred in the District of Columbia, 


MANAGEMENT SURVEY 


I see by virtue of that $35,000 or $40,000 that you spent—who did 
you spend that with? Booze, Allen & Hamilton? Did you have a 
reorganization last year? 

Mr. THompson. We had Woodward & Fondiller. We spent 
$10,000 with them. That is the only one completed last year that 
I recall. 

Mr. Yates. When was this? 

Mr. THompson. Last year. 

Mr. THomas. A management:survey? 

Mr. Mason. Yes. 


Mr. THompson. They completed it along in August. 


ADMINISTRATIVE EMPLOYEES IN THE FIELD 


Mr. Tuomas. Didn’t I notice a table where you have administra- 
tive and nonadministrative expense in the field? That is a new 
innovation, isn’t it? 

Mr. Starr. We have a very few employees of Washington head- 
quarters who are stationed in the field but are charged to the head- 
quarters office. 

Mr. Tuomas. You do have it? 

Mr. Srarr. Yes. 

Mr. Tuomas. That is an innovation. 

Mr. Starr. We have had it right along. 

Mr. THomas. When have you set up a table of administrative and 
nonadministrative in the field before? 

Mr. Starr. We haven’t in the field. I thought you meant people 
charged to headquarters who are in the field. We have a few of those. 

Mr. Mason. Do we have any administrative expense in the field? 

Mr. Starr. We have a few employees in the field. 

Mr. THomas. You set up a table for the first time. I noticed it. 
It is in there this year. I am merely asking for information, if I had 
overlooked it in the past, and they say not. 


ADMINISTRATIVE EMPLOYMENT 


How many positions do you have in administrative setup for the 
fiscal year 1956? 

Mr. Starr. We expect to go to 1,021. That is 1957. You want 
1956? 

Mr. Tuomas. 1956 is 950, and you wanted to step that up to 1,021, 
an increase of 71; is that correct? 

Mr. Starr. That is correct. 


FIELD EMPLOYMENT 


Mr. Tuomas. In the field you are now at 5,507, and you want to go 
to 5,841, an increase of roughly 300. 
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You have had 2 or 3 supplementals recently, and we certainly have 
been trying to keep you current. We think you have done a fine job, 
Mr. Mason. But, on the other hand, we realize you are almost akin 
to what we used to say in the Navy, “The old ship-repair business,’’ 
which approaches to some extent the feast or the famine idea. You 
either have more work than you can do or you don’t have enough. 
But you have to have trained, skilled personnel to do the work even 
in the famine time. If you don’t have them when you need them in 
time of plenty, why, vou accumulate a backlog. 


BACKLOG OF WORK 


What is your backlog—none? 

Mr. Mason. It is substantially none. 

Mr. Srarr. It is current. We may have an isolated office here and 
there, but speaking nationwide, we are current. 

Mr. Tuomas. When did you get that way? 

Mr. Starr. Two or three months ago. 

Mr. Mason. About 6 weeks ago. 

Mr. Tuomas. You had better make it 5 or 6 weeks because I 
visited 2 or 3 of them. How long ago has that been? What do you 
eallcurrent? How big a backlog do you have in order to be current? 

Mr. Mason. They should be able to process a case in 14 days. 

Mr. Tuomas. To be current? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. That is pretty good. 

Mr. Mason. The industry expects this, sir. 

Mr. Tuomas. I was in one of your field offices and your manager 
said that he was 6 or 8 weeks behind. Maybe 8 was too long. I 
didn’t complain at a 4 weeks’ backlog, and told him maybe he 
shouldn’t, but he said that his people just wouldn’t wait 4 weeks. I 
said that was before money got tight and asked him, How long are 
they waiting now? He said they would wait almost any time, but when 
it started off they wouldn’t wait and he was losing business. 

You think this personnel load in the field and in the District is going 
to be adequate, but at the same time it is not going to have the people 
in the local communities talking about your crowd not having any- 
thing to do. That talk is just about as detrimental as making them 
wait too long. 

Mr. Mason. That is correct. Currently we are caught up; we are 
not hiring anybody. 


NUMBER OF EMPLOYEES ON ROLLS AS OF DECEMBER 81, 1955 


Mr. Tuomas. How many people do you have on the rolls in admin- 
istrative and nonadministrative, say, as of December 31? 

Mr. Starr. The figure I saw in the field was as of about January 
27. It was 4,739. You must not confuse that with this figure here 
because a good part of Mr. Thompson’s workload is nonadministra- 
tive, and our property management is nonadministrative, and this is 
in headquarters. You can’t relate the two very handily. 

But speaking just in the field, that had gone down from about 
4,850 to 4,737 the last time I looked at it. 





1141 


Mr. Tuoomas. You had money here for 5,500. That is a difference 
of 800 people. Then you want to jump it up 300 more. That is 
1,100 people more than you have on the roll now. What are you 
going to do with those? 

Mr. THornton. The 4,700 figure is not comparable to the 5,500. 

Mr. Tuomas. You had better give us the figure. 

Mr. Starr. We have about 4,400 today, if I remember correctly, 
on the nonadministrative payroll. 

Mr. Tuomas. You are going from bad to worse. 

Mr. Mason. Five thousand four hundred. 

Mr. Tuomas. Let’s don’t have any guesswork about it. How 
many do you have on the rolls December 31? You ought to have 
some accurate figure for some period of time. Dig it out of your 
papers and see what it is. 

Mr. THompson. Currently—— 

Mr. THomas. What do you mean “‘currently’’? 

Mr. TxHompson. Right at the present time in the headquarters 
there are 1,494 employees on the rolls, and in the field there are 4,782. 

Mr. Tuomas. One thousand four hundred and ninety-four in 
headquarters administrative? 

Mr. THompson. They are not all administrative, but they are all 
in Washington. 

Mr. Mason. Can you tell us how many of those are administrative? 

Mr. THompson. I don’t have the figure with me. 

Mr. Tuomas. That includes some of your people here? 

Mr. THompson. Some of our work here in Washington is non- 
administrative work. 

Mr. Tuomas. Give us the administrative. 

Mr. THornton. About 600 of those would be on nonadministrative 


work in headquarters. 

Mr. Tuomas. Working 

Mr. Toornton. Working at headquarters. They are people whose 
work is related to the current volume of workload. Consequently, 
they are put on the nonadministrative budget. 


DISTINCTION BETWEEN ADMINISTRATIVE AND NONADMINISTRATIVE 


Mr. Tuomas. You have some administrative people in the field. 
Can we unscramble this and go back to the rule that people who work 
in the District of Columbia are charged to the administrative account, 
and if they don’t work here, put them in the field where they belong 
and charge them to the nonadministrative account. Then you will 
know what you are doing. 

Mr. Tuornton. The determination as to which people are charged 
to administrative and which are charged to nonadministrative budgets 
is made by the agency, with approval of the Bureau of the Budget, 
and with the clearance of the Comptroller General, when there is any 
doubt. 

Mr. Tuomas. Are you preparing this justification for the use and 
benefit of the Congress or for the Comptroller General? 

Mr. Mason. Congress, sir. There is no question about it. 

Mr. Tuomas. Is there any objection to making it like we want it? 

Mr. Mason. Not the slightest. 
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Mr. Starr. Do I understand that you would like a schedule 
showing just what we have in the field on nonadministrative and what. 
we have in headquarters on nonadministrative? 

Mr. Tuomas. Yes. 

Mr. Starr. The two are combined here. 

Mr. THomas. How do you commingle the two? What yardstick 
do you go by? What classification do you put on X employee as to 
whether he is administrative or nonadministrative? 

Mr. THompson. The rule for it is that any employee who is con- 
nected with the operations, getting the business on the books, would 
be nonadministrative. Those that are considered as a housekeeping 
function would be administrative personnel. 


NUMBER OF EMPLOYEES ON ROLLS AS OF DECEMBER 31 


Mr. THornton. Mr. Chairman, on page 42 is given the breakdown 
of the nonadministrative personnel between headquarters and field. 

Mr. Tuomas. The table is entitled “FHA nonadministrative 
expenses,”’ and at the top you have, Departmental, 617 employees in 
1956, against 623 in 1957 and this chart on page 11 has 919 against 
950. 

Mr. Starr. Those are 2 different figures, 2 different categories of 
employees. 

Mr. Tuornton. The 919 is administrative budget, and page 42 is 
nonadministrative budget. The material for the 919 administrative 
personnel is on page 12. 

Mr. Tuomas. You mean the 617 nonadministrative employees in 
the Department are in addition to your 919 administrative 
employees? 

Mr. Starr. For headquarters, yes. 

Mr. THomas. So you have approximately 1,500 here in the head- 
quarters? 

Mr. THornton. That is right, 1,494 at the present time. 

Mr. THomas. What is the total in the field, then? 

Mr. THompson. The 4,782. 

Mr. Tuomas. 4,782? 

Mr. THompson. That is the number on the rolls at the moment. 

Mr. THornton. On page 42 it shows 4,890 at the end of 1956. 

Mr. Tuomas. On page 11 you have nonadministrative 5,507, and 
in the table on page 42 you have the same figure, 5,507. The number 
aboard as of what date was what figure, now? 

Mr. THompson. As of December 31, 4,782 in the field. 

Mr. THomas. 4,782? 

Mr. THornton. That figure compares with the 4,890 in the table 
on page 42. 

Mr. Tuomas. Which is less by 100, and yet in 1955 you had 4,952. 

Mr. TuornTon. The 4,782 figure should be compared with the 
4,890, which is the middle column of that table, under ‘Field, esti- 
mate for fiscal year 1956,’”’ rather than with the 5,507. The 5,507 
includes both field and departmental, whereas the 4,782 is field 
employees only that are on the nonadministrative budget. The 
difference is just over 100. 

Mr. Tuomas. You had better prepare your budget in future years 
on the basis if a man is working in Washington you had better class 
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him as an administrative employee. If he is in the field, you had 
better class him as a nonadministrative employee. Then we can 
keep up with what we have here. That has been the old standard 
rule for many years. 

What is the total number of employees you have in the District of 
Columbia, and in the field as of today or some recent time? 

Mr. Tuompson. As of December 31, working within the District of 
Columbia, 1,494, and in the field, 4,782, for a total of 6,276. 


EMPLOYMENT REQUESTED FOR 1957 


Mr. Tuomas. What do you want to step up those figures to for 
1957? 

Mr. Starr. The field would go to 5,218, and the departmental, 
nonadministrative would be 623, administrative, 1,021. 

Mr. Tuomas. What is the total? 

Mr. Mason. 1,644 in Washington. 

Mr. Tuomas. An increase of about 150 in Washington. What is 
your increase in the District for? 

Mr. Starr. Sixteen would be in our examination work, examination 
of field offices. About 10 in the Comptroller’s Division, and the 
Multifamily Housing Division primarily for cooperative housing needs, 
technical standards about 22 or 23, and then Mr. Thompson is going 
to need some more people in his servicing of this $5 billion additional 
insurance that you referred to a moment ago, and that is in Wash- 
ington. 

Mr. Tuomas. You were going to set up a new unit. What was 
that new unit going to do? 

Mr. Starr. We are going to set up the new division or an expanded 
division for cooperative work, section 213. 

Mr. Tuomas. How many additional people? 

Mr. Mason. You mean, this unit for technical work I spoke about 
in my statement. How many in the technical standards? 

Mr. Starr. Twenty-two people. 

Mr. THomas. You have one new unit, technical standards. 

Mr. Mason. Twenty-two people in that. 

Mr. THomas. That money in the past has been appropriated to 
the Office of the Administrator for his research work; hasn’t it? 

Mr. Mason. Yes, if any. Way back they had some money for 
research, 

Mr. Tuomas. About $1 million or $1% million? 

Mr. Mason. This year we are asking $300,000 for technical studies. 

Mr. Tuomas. How much are you going to have in your expanded 
cooperative apartment unit? 

Mr. Starr. We expect to have a staff of about 34 employees. 

Mr. THomas. How many do you have there now? 

Mr. Starr. We have now only 6 or 7. 

Mr. Tuomas. That is about 30 people more than you have now in 
the way of new activities. What are these 22 people going to do in 
your research division? Will they be located in the District? 

Mr. Mason. Here in the District. They would review the results 
that would come from the testing laboratories, and they would send 
the problems to the laboratories to be tested. 
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Mr. Tuomas. Do you have any such unit now? 

Mr. Mason. We have a technical standards division now, which 
does draw the minimum property requirements, interprets them. 

Mr. Tuomas. This will be purely a research division, or scientific 
research division? 

Mr. Mason. If you want to call it that. It is a testing division, I 
call it, to test new products and combinations of new products that 
are used in housing. For instance, we have right now a man who is 
very unhappy because he has something which he calls a convector, 
something to do with heating, and it has a steel unit. It has not been 
approved by anybody. 

The Department of Commerce committee for rating heating equip- 
ment is dissolved, and here we have a man sitting with orders waiting 
for him, and FHA hasn’t any way of knowing whether this product is 
good or not, except to take men off other work and assign them to 
studying this product. 

Under this system, we would assign this to a laboratory which ought 
to do the work, and evaluate the results. 


ADMINISTRATIVE 


EXPENSE 


SUMMARY 


Mr. Tuomas. Mr. Reporter, insert at this point in the record the 


table on page 12. 


(The material referred to is as follows:) 


FHA administrative expenses 


Average employment: 
Full-time 
Terminal leave 
Overtime 


EXPENSES 


Personal services: 
Full-time 
Terminal leave 
Overtime 
Intermittent - 
Nightwork differential - ; 
Work in excess of 52-week base - 
Pay to other egoencies..._.................. 


Other objects of expense: 
Travel. ___- 
Transportation of things---------- 
Communication services ---.--.-..----------- 
Rents and utility services _- 
Printing and reproduction 
Other contractual services _- 
Supplies and materials_- 
Refunds, awards and indemnities_________- 
Taxes and assessments 


RE WRN ok peewee sconce 


Total administrative expenses 


Actual, 
fiscal year 
1955 


| Limitation, 


fiscal year 
1956 


Revised esti- 
mate, fiscal 
year 1956 


Estimate, 
fiscal year 
1957 











$4, 437, 738 
53, 765 

74, 763 

9, 416 

62 

17, 500 

45, 412 


$5, 178, 785 





4, 638, 656 


5, 335, 785 


5, 749, 000 











195, 427 
7,814 
45, 708 
555, 551 
48, 567 
113, 470 
54, 400 
300 


7, 521 | 


370, 000 
8, 635 
59, 500 
561, 300 
55, 570 
272, 300 


8,065; 


445, 000 
7, 035 
63, 500 
565, 000 
56, 280 
191, 645 
63, 315 


"9, 225 





1, 028, 758 


1, 162, 950 | 


1, 394, 215 | 


1, 401, 000 








5, 667, 414 | 





6, 255, 000 | 





6, 730, 000 | 


7, 150, 000 
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OTHER OBJECTS OF EXPENSE 


Mr. Tuomas. Let us take a look at the “Other objects.”’ 

You have a total expense this year of $7,150,000 against $6,730,000 
last year, an increase of $420,000. What about the “Other objects” 
here? These “Other objects” cost $1,401,000 against a personnel cost 
of about $5.7 million. 

Your “Other objects” are running about 28 percent. That is a 
little high, isn’t it? What about your rents and utilities item? 
That is quite sizable. Your other contractual services fall down to 
$191,645 against $272,300 last year. 

Mr. Mason. This covers—— 


RENTAL OF WASHINGTON OFFICE 


Mr. Tuomas. What about your rents and utilities? What is 
covered in that item? 

Mr. Mason. The rent in our 2 buildings in Washington, the 2 
buildings we are in in Washington. 

Mr. Tuomas. Doesn’t the General Services Administration take 
care of your housing rent? 

Mr. Mason. No, sir. 

Mr. Tuomas. What does that cost you? They tell me that is the 
highest-priced space in Washington. 

Mr. Starr. Where we are now? 

Mr. Tuomas. Yes, sir. 

Mr. Srarr. $3.45 asquare foot. Thatis not high. In fact, I think 
it is very reasonable. 

Mr. Mason. Sir, we were in a location at Vermont and K Street, 
and we have moved to the Lafayette Building for certain of our offices, 
and we are saving, when we get everybody moved over there, at the 
present time we are saving $82,000 a year, and we will have a net 
saving of $58,000. 

Mr. Tuomas. You are paying $3.45 a square foot? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. What were you paying before you moved? 

Mr. Srarr. We were paying for eighty thousand-some feet net 
usable space. 

Mr. Mason. We paid for 100,000 gross feet. 

Mr. Bazan. We were paying $289,000 a year for that space in the 
Vermont and K Street building. Our new rent, when we have com- 
pleted it, the move will be completed soon, will be $207,000 in the 
building we are in. 

Mr. THomas. What did that figure out a square foot, $4 a square 
foot? 

Mr. Bazan. About three and a half. 

Mr. Tuomas. I believe you had 80,000— 

Mr. Yates. Are you paying more in your new space than in the 
old space? 

Mr. Mason. We have less space. 

Mr. Yares. I meant on a per square-foot basis. 

Mr. Bazan. More in the new space, but we get better use of it. 

Mr. Tuomas. How much of this goes for office rent now, the 
$565,000? 
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Mr. Bazan. All of that is rent and utilities. 

Mr. THomas. How much is office rent? I am going to ask you 
about your IBM equipment and urge you to get some more. 

Mr. Bazan. I can tell you—— 

Mr. Tuomas. Let’s stay with this, first. How much are you pay- 
ing in real estate rent now? 

Mr. THorNTON. $430,000 was the estimate for 1956. 

Mr. Tuomas. All in the District of Columbia? 

Mr. Bazan. Yes, sir. 

Mr. Tuomas. This is administrative expense. It better be here. 

Mr. Mason. Yes, it is. 

Mr. Tuomas. That is high-priced property, $430,000. What is the 
balance of $135,000 for? 

Mr. Mason. $135,000 is the rent of IBM equipment. 


PROGRESS IN MECHANIZATION 


Mr. Tuomas. What progress are you making in mechanizing your 
shop? 

Mr. Mason. Mr. Thompson, do you want to speak to that? 

Mr. THomas. How many employees do you have doing bookkeeping 
work that you could get rid of if you mechanized? Is that the 600 
employees you were talking about doing nonadministrative work in an 
administrative office? 

Mr. THompson. Doing everything that is done as far as the account- 
ing and fiscal work is concerned are 673 employees. 

Mr. Tuomas. I said, 600. You aren’t going to bawl me out for 
that? 

Mr. Tuompson. As to the mechanization of the tabulating section, 
about 2 years ago we started a study of the operation with the IBM 
people, not only to take a look at the present equipment we have, to 
see if we were getting the most efficient use of it, but to see what we 
might be able to do toward using some of the electronic equipment. 

Quite a number of improvements have been made. We have cut 
some of our costs in tabulating. 

Mr. THomas. What is the nature of your accounting work that is in 
contradistinction to what you do in the field? 

Mr. TxHompson. In the field, as far as accounting work in the 
field is concerned, there is very little. All that is done in the field 
is collect the initial fees and premiums, schedule those. They collect 
and schedule the collections on the title I defaulted loan accounts. 
As to actual accounting work, they do not do any. It is centralized 
here in this one office. 

Mr. Txomas. Don’t you have a tremendous amount of posting 
work to do to your various accounts here? 

Mr. THompson. Yes. 

Mr. Tuomas. Is that done by IBM equipment? 

Mr. Tompson. All the detailed accounting work is done by 
IBM equipment; and all that you post on your ledgers is your monthly 
summaries of your various accounts. 

Mr. Tuomas. How many people do you have doing that? 

Mr. THompson. Posting to the general ledgers? 

Mr. Tuomas. Yes. Is that 400 of your 637? 
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Mr. THompson. No, sir. As far as the accounting is concerned, 
the whole accounts section that does the bookkeeping work consists 
of 18 people. 

Mr. THomas. What about that posting that we are talking about? 

Mr. THompson. The posting to the general ledgers, I was going to 
look that up. We have 7 people in the general ledger unit that does 
all of our posting to general ledgers. 

Mr. Tuomas. What does the majority of those 637 employees do? 

Mr. THompson. I[ can give you a rundown on that, I think. The 
tabualting section I have mentioned. There are 110 people there. 

Mr. Tuomas. Is that by electronic equipment? 

Mr. THompson. It is all IBM machines. Some of it is electronic, 
yes, sir. 

Mr. Tuomas. How many of that 110 are involved with electronic 
equipment? 

Mr. THompson. Well, of course, I haven’t the details in my mind 
that close. I could draw up a schedule and give it to you. 

Mr. Tuomas. You are the head of the outfit, aren’t you? 

Mr. Tuompson. Yes, sir. 

Mr. THomas. Go ahead. 

Mr. THompson. We have 110 people there. The electronic equip- 
ment we have consists of one 604 electronic computer, and we have 
our sorters and collators. 

Mr. Tuomas. Mr. Mason, the point is, what part of your people 
are working with electronic equipment and what part of them are 
working the old-fashioned way, and what is the prospect of eliminating 
that type of work with electronic equipment? What has been done 
to see if you can improve the situation, like the Veterans’ Administra- 
tion and the other agencies of Government are doing? Are you mak- 
ing that study? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. What is the situation? 

Mr. Mason. We started in—Mr. Thompson didn’t go on with his 
story—just about a year ago. 

Mr. THompson. Two years ago. 

Mr. Mason. Two years ago, to make this study with the IBM 
people, to tell us whether we had up-to-date equipment, whether we 
should lease larger equipment or smaller equipment in order to relieve 
us of employing people to do routine day-to-day handling jobs. 

The IBM people have told us, I believe, that we have as efficient an 
operating unit as we can possibly get. 

Mr. Tuomas. Without further mechanization? 

Mr. Mason. There comes a point—they would sell us the equip- 
ment, I am sure, if they felt it would work. You put yourself in their 
hands. We sent people up to their shop to work with them up there 
to learn the operation of this equipment, also. 

I am pretty sure if they thought we could effectively use more 
equipment they would tell us so. They have told us that some of 
our equipment did not need replacing and some of it would not be to 
our advantage to buy larger machines. 

Mr. Tuomas. You speak of an increase in your administrative 
personnel in the District. You are going to increase by 80 next year, 
and a large part of it goes to your accounting section. What will you 
do next year that you don’t do this year in accounting? 
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Mr. Mason. If we said that, we didn’t say it properly. 

Mr. Toomas. Maybe I misunderstood. 

Mr. Mason. I think maybe we may have said it, but it was an 
error. 

Mr. Tuompson. I have some figures here, but as far as the increase 
in the accounting department is concerned, there is practically none. 

Mr. Mason. This is one of the things that I have been a little 
proud of, is the fact that he hasn’t asked for anymore. Most of 
them do. 

Mr. Tuomas. He is a hard-working man and on the job all the 
time. 

Mr. THompson. What we have done, sir, if we can go back to the 
year 1954, at that point we had 677 employ ees. We are coming down 
to the year 1957 with our estimates here of 708 employees. That is 
a 5 percent increase in personnel, and it is a 47 percent increase in 
workload. 

Mr. Tuomas. That is a phenomenal record. 

Mr. Mason. That comes about because of the mechanization and 
because Mr. Thompson— 


PERSONNEL INCREASES BY DIVISIONS 


Mr. Tuomas. How will you utilize the extra people in the District? 
It is going from 1,494 to 1,644, an increase of 150, in round numbers, 
in the District? What are they going to do? 

Mr. Starr. As I indicated a moment ago, in the examination 
section we are going to have an increase of 16. 

Mr. THomas. Your examination section? I don’t follow you. 

Mr. Mason. Let me explain. We have a group of men who go 


around and study our field offices, to see whether our field offices are 
carrying out the headquarter’s instructions. They are not auditors, 
but they test jobs and see whether an employee is doing what he 
should do or whether he isn’t doing what he should do. Sometimes 
we find an employee doing more than he should, and more often he 
is doing somebody else’s job and not his own. We examine our 
offices with this staff of people. That is what they are for. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. That is 16. What are you going to do with the 
balance of the 134? 

Mr. Mason. The Technical Standards Division, 22 people. These 
people are primarily to do this function that I told you about. 

Mr. Tuomas. These are your scientists. That is 22 and 16. 

Mr. Mason. In our Multifamily Housing Division lays our Co- 
operative Section. 

Mr. Tuomas. That is just a handful. We can absorb them. 

Mr. Mason. Eighteen people. 

Mr. Tuomas. You aren’t going to have that many projects, are you? 

Mr. Mason. Sir, if we don’t add them, we won’t do co-op projects: 
this is what the people outside have told us. Congress has told us 
we should go out and promote cooperative housing. 

Mr. Tuomas. I notice that you take that rather seriously. You 
set up a complete unit to push and pull for this? 

Mr. Mason. That is right, sir. 
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Mr. THomas. You already have a pretty good unit. 

Mr. Mason. I have about 5 or 6 people. 

Mr. THomas. You don’t want to add more than enough to double 
it? 

Mr. Mason. I believe we should go ahead and do it. 

Mr. Tuomas. Where are the rest of them? 

Mr. Mason. You can tell me whether I want it or not. 

Mr. Tuomas. Go ahead. 

Mr. Mason. There are 10 men in Mr. Thompson’s Division. 
That makes 66 people. 

Mr. Tuomas. You are going to have a little trouble in getting the 
other 84. Where are they? 

Mr. Starr. We had better start- 

Mr. Tuomas. Start over. 

Mr. Starr. We had better start from the schedule where you got 
vour original figure. 

Mr. Mason. Where did we get this figure of 150? 

Mr. Tuomas. Did I overestimate you? 

Mr. Mason. You have us confused, at least. 

Mr. Tuomas. You give us 1,494 this year against 1,644. ] 
roughly estimated it as 150. 

Mr. TuHornton. Part of that difference is between the actual 
on the job today and the end of the fiscal year. 

Mr. Tuomas. He never could figure out what we had on the job 
today. We gave that up 30 minutes ago. The best I could find 
out 1s that we had authorized about 1,300 more jobs than we had 
filled. 

Mr. Mason. The difference is in this supplemental budget, which 
we have not yet discussed with you. 

Mr. Tuomas. That is for administrative pay, one other little item, 
and travel. 

Mr. Mason. Am I right? 

Mr. Starr. The supplemental has 31 man-years in it. 

Mr. Tuomas. Fresh ones, we will call it. 

Mr. Mason. That is right. 

Mr. Tuomas. Plus you administrative pay. That can’t make up 
for these 94 employees that we lost. 

Mr. Starr. You are starting here, I think the difficulty is, with a 
figure that is December 31, and we are dealing here with June 30—— 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Mason. There are 80 people in our supplemental budget, sir. 


OTHER CONTRACTUAL SERVICES 


Mr. Tuomas. What about “Other contractual services,” $272,300 
against $126,400? What is that big increase? That is not your 
scientific unit that you are going to set up, is it? 

Mr. THornton. That is described on page 40, I think. 

Mr. Mason. A large part, as you can see, is the new extra cost of 


our GAO audit. 
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COST OF GAO AUDIT 


Mr. Tuomas. That is right. Explain that item. I didn’t quite 
understand that last night when I was reading it. You jumped it 
from $45,000 to $190,000. 

Mr. Mason. Mr. Campbell is auditing our field offices as well as 
Washington. Thisismyimpression. The General Accounting Office, 
of course, determines the scope of the audit. 

Mr. Tuomas. How often does he get around to do that? 

Mr. Mason. The audit is made every year. 

Mr. Tuomas. How long has he been doing it? 

Mr. Mason. Six years. 

Mr. THomas. What did he do for you in this $45,000? 

Mr. Mason. He audited, I believe, mostly in the Washington office 
and examined the nature and adequacy of our fiscal controls, and this 
year it is going to cost $190,000 to audit FHA compared to $45,000 
before. 

Mr. Tuomas. What does he charge you now for the field, $145,000? 

Mr. Mason. Yes, sir; the additional cost is $145,000. 

Mr. THompson. We have no breakdown of the $190,000. 

Mr. Mason. They told us originally when we started in that the 
audit would be the same as the year before. 

Mr. Tuomas. It is worth the money. It ought to be done. 

Mr. Mason. I think it ought to be. 

Mr. Tuomas. Why hasn’t it been done before? You say you have 
been doing it before. 

Mr. Mason. We audited our own offices. 

Mr. Tuomas. He has taken over the job? 

Mr. Mason. Yes, sir. They are going to do more of an on-site 
field audit, I understand. 

Mr. Tuomas. I think it is a pretty good sort of tonic to have 
somebody else look you over. 

Mr. Mason. I think it is proper. I enjoy it, frankly. 

Mr. Tuomas. In your own business you can get an outside auditor 
to come in and touch you up. You like to see what somebody else 
thinks of you. 

Mr. Mason. Off the record. 

(Discussion off the record.) 


LOCATION OF FIELD INSURING OFFICES 


Mr. Tuomas. How many offices do you have? 

Mr. Mason. 75 insuring offices. 

Mr. Tuomas. 75? Will you put the list of them in the record and 
their location? 

Mr. Mason. Yes, sir, and we have besides this the service offices 
and valuation stations, so the total number is 136. 

(The material referred to is as follows:) 





Insuring offices 


Connecticut, Hartford 

Maine, Bangor 
Massachusetts, Boston 

New Hampshire, Manchester 
New York, Albany 

New York, Buffalo 

New York, Jamaica 

New York, New York 

Rhode Island, Providence 
Vermont, Burlington 


Delaware, Wilmington 

D. C., Washington 
Maryland, Baltimore 

New Jersey, Camden 

New Jersey, Newark 
Pennsylvania, Philadelphia 
Pennsylvania, Pittsburgh 
Virginia, Richmond 

West Virginia, Charleston 


Alabama, Birmingham 
Florida, Jacksonville 
Florida, Miami 

Florida, Tampa 

Georgia, Atlanta 
Kentucky, Louisville 
Mississippi, Jackson 
North Carolina, Greensboro 
South Carolina, Columbia 
Tennessee, Knoxville 
lennessee, Memphis 
Puerto Rico, San Juan 


Illinois, Chicago 

Illinois, Springfield 
Indiana, Indianapolis 
lowa, Des Moines 
Michigan, Detroit 
Michigan, Grand Rapids 
Minnesota, Minneapolis 
Nebraska, Omaha 

North Dakota, Fargo 
Ohie, Cincinnati 

Ohio, Cleveland 

Cnio, Columbus 

south Dakota, Sioux Falls 
Wisconsin, Milwaukee 


Arkansas, Little Rock 
Colorado, Denver 

Kansas, Topeka 

Louisiana, New Orleans 
Louisiana, Shreveport 
Missouri, Kansas City 
Missouri, St. Louis 

New Mexico, Albuquerque 
Oklahoma, Oklahoma City 
Oklahoma, Tulsa 

lexas, Dallas 

lexas, Fort Worth 

lexas, Houston 

Texas, Lubbock 

lexas, San Antonio 
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Federal Housing Administration 


ZONE I 


Service offices 


| 
| 


Connecticut, Bridgeport 
| New York, Rochester 


ZONE Il 


| Virginia, Norfolk 


ZONE Ill 


Alabama, Mobile 
Tennessee, Nashville 


ZONE IV 


| Indiana, Gary 
Michigan, Flint 


ZONE V 


Texas, Amarillo 
Texas, El Paso 





Valuation stations 


Maine, Portland 
Massachusetts, Springfield 
Massachusetts, Worcester 
New York, Binghamton 
New York, Syracuse 


Pennsylvania, Erie 
Virginia, Roanoke 


| Alabama, Montgomery 


Florida, Orlando 

Florida, Pensacola 
Georgia, Albany 

Georgia, Savannah 
Kentucky, Bowling Green 
Kentucky, Lexington 
Kentucky, Paducah 
North Carolina, Charlotte 
Tennessee, Chattanooga 


Illinois, Rockford 
Indiana, Evansville 
Indiana, Fort Wayne 
Indiana, South Bend 
Ohio, Akron 

Ohio, Dayton 


| Ohio, Toledo 





Ohio, Youngstown 
South Dakota, Rapid City 
Wisconsin, Madison 


Arkansas, Fort Smith 


| Colorado, Pueblo 
| Kansas, Kansas City 


Kansas, Wichita 
Louisiana, Lake Charles 
Louisiana, Monroe 
Oklahoma, Enid 


| Texas, Beaumont 


Texas, Corpus Christi 
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Federal Housing Administration—Continued 
ZONE VI 


Insuring offices Service offices Valuation stations 





Arizona, Phoenix Arizona, Tucson California, Bakersfield 
California, Los Angeles California, Fresno | California, Santa Barbara 
California, Sacramento | California, Long Beach | Idaho, Pocatello 
California, San Diego California, San Bernardino Montana, Billings 
California, San Francisco Washington, Tacoma Nevada, Las Vegas 
Idaho, Boise Wyoming, Cheyenne Washington, Kennewick 
Montana, Helena |} Guam, Agana Washington, Longview 
Nevada, Reno Washington, Yakima 
Oregon, Portland | Alaska, Juneau 

Utah, Salt Lake City 

Washington, Seattle 

Washington, Spokane 

Wyoming, Casper 

Alaska, Anchorage 

T. H., Honolulu 





Total insuring offices, 75; total service offices, 16; total valuation stations, 45; total of al! offices, 136. 


Mr. Tuomas. What is the difference between insurance and service 
offices? 


DISTINCTION BETWEEN INSURING AND SERVICE OFFICES 


Mr. Mason. A service office does not insure mortgages. It does 
business with the trade. It goes through all the formalities of helping 
him arrange his mortgage but doesn’t write the final policy. This 
does away with the Office of the Director, and Assistant Director, 
Chief Underwriter, and so on. It means cheaper operation. 

Mr. Tuomas. What do you call them—one is the insurance office 
and the other is the service office? 

Mr. Mason. Yes. 

Mr. Tuomas. Where you have them both, do you have them com- 
bined more or less in the one office? 

Mr. Mason. Yes. We also have what we call valuation stations 
where we have men who can inspect jobs or appraise a job. Those 
are small offices with 2 or 3 people in them. 

Mr. Tuomas. It is remarkable to me that in your many operations 
and many places of operation, big and little, that you don’t find too 
much critical talk about the operations in your particular office. 
When you go out and have to subdivide a piece of raw land and come 
up with the value, which you are going to commit the United States 
Government to pay for when the house is put on it, with all the 
frailities of human nature and the variations and opinions and judg- 
ments of we mortal men, I think it is one of the miracles of the century 
that you don’t find a lot of bickering and saying, ““X gave Y too much 
and X gave me too little.”’ You do hear a little, but it is certainly 
nothing serious that I have heard in any place I have been. I think 
it is a feather in all your caps. You have good men in your central 
office, and certainly good men in the field offices also. 

Mr. Mason. I would like to add that Mr. Thomas has been around 
to some of our offices. 

Mr. Tuomas. I think we have all been around to a good many of 
your offices. 
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OTHER CONTRACTUAL SERVICES 


Mr. Reporter, will you put page 40 in the record? 
(The material referred to is as follows:) 


Rev ised 
estimate, 
fiscal year 
1956 


Actual, Limitation, 


| Estimate, 
fisca! year fiscal year | 

| 

| 

| 

| 

| 


fiscal year 
1955 1956 1957 


07 Other contractual services: 
TR RAS GE iiescdce-senkchde ted tndvndeatet canes $45, 000 $45, 000 $190, 000 $130, 000 
Cost of moving. eas 9 Gig ie 21, 450 30, 000 30, 000 | 
Security investigations. 9, 555 | 5, 000 | 5, 000 | 5, 000 
Government employees insurance... 12, 521 16, 000 | 16, 000 | 18, 500 
Public health a ; 4, 200 | 4, 200 9, 000 
All other nine 24, 944 | 26, 200 | 27, 100 a 29, 145 


Nations thctunels vevee--ee--| 113,470 | 126,400 | 2722 


191, 645 


The estimated cost of the audit in the revised estimate for 1956 and the esti- 
mate for 1957 is based on recent advice from the General Accounting Office. 

The estimated cost of security investigations is based on the number of sensitive 
positions in the administrative function of the FHA. The Government’s con- 
tribution to the Government employees’ insurance fund is based on approximately 
95 percent employee participation at an average insurance amount of $6,000. 
A contract has been made with the Public Health Service to provide health and 
first-aid service to the FHA employees in the Lafayette Building; plans are being 
made to extend this coverage to all FHA employees in the Washington area; 
funds have been provided in the budget estimate based on $9 per employee. 
All other items (repair and maintenance of buildings and equipment, reference 
service, and GSA charges) are based on the cost of $29 per employee which was 
the 1955 experience. 

Mr. Tuomas. You know, Mr. Campbell, the Comptroller General, 
is one of our favorites. We all like him. We urge him all the time 
to audit everybody in the Government. Of course, sometimes we 
don’t give him all the money he needs. 

[It is a good thing to have an auditor coming around who is not in 
your shop every day, I mean, not one of your organization. It just 
vives a better picture to have an outsider come in and take a look at 
you, and his opinion carries more weight with you when he is through. 

Mr. Mason. I am sure you know, also, the General Accounting 
Office does from time to time discuss such things as are not just an 
auditing function, but questions on how we run our programs, our 
proc edures, as to whether they think they could be improved or not. 
They sit down with us and they make recommendations. They 
discuss them with us. Sometimes they change their minds after 
they have made the verbal recommendation, but we find this is a 
very helpful thing. 

Mr. Tuomas. It is a good thing. What is Public Health doing 
to you for $9,000? 

Mr. Mason. This is instead of having nurses in our new location 
in the Lafayette Building, that we have an agreement with the 
Public Health Service. 

Mr. Tuomas. I[t jumps $5,000 this year. What do you have, an 
extra nurse? 


72350—56—pt. 2——-13 
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Mr. Mason. It is not personnel, sir, in this location we share the 
service with other agencies in the building. It is cheaper than 
the two nurses and our own health room we used to have at the old 
building. 

Mr. Tomas. You have listed “All other” lumped in to the tune 
of $29,000. What do they call ‘All other” for $29,000? 

Mr. Mason. This is the catch-all. 

Mr. Puiturps. It sounds to me like an educated guess. 


NONADMINISTRATIVE EXPENSES 


Mr. Tuomas. Mr. Reporter, will you put the table on page 42 
in the record? 
(The material referred to is as follows:) 
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NONADMINISTRATIVE EXPENSES 


Nonadministrative expenses include the costs of initiating new insurance, 
settlement of insurance claims, the management of properties and the liquidation 
of defaulted notes. Of these expenses the most important is the cost of processing 
applications for mortgage insurance filed with FHA field offices throughout the 
country. In the fiscal year 1957 when 782,600 unit applications for mortgage 
insurance are expected to be examined, expenses are estimated at $37,300,000, 
while in 1956 with an estimated examination workload of 700,800 unit applications, 
expenses are estimated at $35,050,000. In the fiscal vear 1955, FHA examined 
655,753 unit applications and nonadministrative expenses totaled $30,822,075. 

Two million one hundred and fifty thousand dollars of the 1957 estimate is the 
cost of the increased pay rates under Public Law 94, 84th Congress. Three 
hundred and eighty thousand dollars in the cost of increased travel rates pursuant 
to the Travel Expense Act. 

The variations in workload result from changes in economic conditions, changes 
in the availability of funds for mortgage investment and a variety of factors 
affecting the supply of housing in relation to the effective demand, as well as 
amendments to the National Housing Act approved by the Congress. The 
Housing Act of 1954 and the Housing Amendments of 1955 both bear importantly 
on the program and workload for 1957. 

Average employment and total nonadministrative expenses, departmental and 
field, are summarized by object in the table appearing on the preceding page. 
Detailed explanations of departmental and field nonadministrative expenses are 
set forth in the succeeding parts of this statement. The objects of expense which 
have been developed separately for departmental and field are discussed separately. 
The objects which are developed in the aggregate for the entire nonadministrative 
budget have been presented as a whole in the justification but allocated to depart- 
mental and field on the basis of 1954 experience. 

Departmental nonadministrative expenses comprise: (1) The expenses of the 
Comptroller’s Division for fiscal work in connection with the initiation of new 
insurance and the settlement of claims, and in connection with the management 
and liquidation of acquired properties and notes; (2) expenses of the Title I 
Division in collecting defaulted title I notes assigned to the Commissioner; (3) the 
expenses of the Property Management Division in connection with the manage- 
ment and sale of acquired properties; (4) the expenses of the stenographic typing 
pool; and (5) the expense of the Foreclosure Unit of the Legal Division. Total 
expenses estimated at $3,601,595 are summarized in the accompanying table and 
are explained below. 

Field expenses consist primarily of the cost of processing new insurance appli- 
cations. This includes mortgage credit analysis, valuation, and architectural 
analysis, as well as compliance inspection on new constructoin and the profes- 
sional, clerical, and fiscal work incident to receiving and recording applications 
and the endorsement of the insurance contract. Collection of defaulted notes, 
property management work, minority group housing work, land planning and 
market analysis make up the balance of the field activities and expense. 


Mr. Tuomas. You have 75 insuring offices? 

Mr. Mason. Yes, sir. 

Mr. Tuomas. What is the number of your service offices? 

Mr. THornton. About 60. 

Mr. Tuomas. Seventy-five and sixty. That is 135 altogether? 

Mr. Mason. Yes. I think it is 136. It is 61 and 75. 

Mr. Toomas. How many places do you have a combined unit? 

Mr. Mason. Seventy-five. 

Mr. Tuomas. Then that gives you about 35 or 40 where you have 
single shops, just service organizations? 

Mr. Mason. We have 75 full offices, and in addition, 61 part way 
offices. 

COMPTROLLER’S DIVISION 


Mr. Tuomas. This table on page 46 will be inserted in the record 
at this point. 
(The material referred to is as follows:) 





COMPTROLLER’S DIVISION, NONADMINISTRATIVE 
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HOME IMPROVEMENT LOANS 


Mr. Tuomas. There is one other little piece of information that I 
would like for the record at this point, before I forget it: What about 
your improvement mortgages? How many do you have on the books 
at this time? Where is that table? 

Mr. Mason. These are not mortgages, sir. These are home- 
improvement loans. 

Mr. Tuomas. That is right. How many improvement loans do 
you have? What is the number? 

Mr. THornToN. That are on the books presently? 

Mr. Tuomas. Yes. You set it out in dollars. What is the number 
of these improvement loans? 

Mr. THornton. Literally, we don’t know except as reported by the 
lending institutions on our annual call report, date which will be 
about April 1. 

Mr. Tuomas. All the homeowner has to do is go into a bank and get 
the bank to loan him the money, and you guarantee the loan up to 
$2,500? 

Mr. Mason. That is right. 

Mr. Tuomas. You have little control over it? 

Mr. Mason. We guarantee 90 percent of that amount. The bank 
insures 10 percent. 

Mr. Tuomas. Is this figure under ‘‘Notes,”’ 1,200,000, is that correct 
for 1956? Is that the increased number? What is the total number? 

Mr. Tuornton. That would be the number to be insured during 
that year. 

Mr. Tuomas. The number of loans to be insured is 1,300,000 for 
1957, and 1,200,000 in 1956? 

Mr. THornton. That is right. 

Mr. Tuomas. The overall liability is $931,500,000 for those 1,- 
200,000 notes, and for the 1,300,000 notes in 1957 it will be $1,018 
million; is that correct? 

Mr. THornton. No. The $1,018 million relates to the unpaid 
balances of all the notes which are to be outstanding at the end of 
the fiscal year 1957. 

Mr. Puruurps. But not necessarily due? 

Mr. THornTON. Unpaid at that time. 

Mr. Tuomas. That would be the total amount unpaid? 

Mr. THornton. That will be based on about 3 years of notes in- 
sured. So, it would involve something like 3% million notes, but we 
do not have a record of the actual number that are outstanding at any 
one point in time. 

Mr. Tuomas. What do you mean by ‘“‘Net proceeds, $786,500,000’’? 

Mr. THornton. That is the amount which will be loaned under 
these various notes during the fiscal year. 

Mr. Tuomas. That is the figure we wanted. 

Mr. Tuornton. That relates to current lending. 

Mr. Tuomas. The total amount in dollars and cents at the end of 
the fiscal year 1956 is going to be $931,500,000; is that right? 

Mr. THorntTon. Yes. 

Mr. Tuomas. Almost a billion dollars? 

Mr. Tuornton. Yes. 
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Mr. Tuomas. What is the total number of loans outstanding at 
that time? 

Mr. THornton. The total number? 

Mr. Tuomas. Yes. 

Mr. THornton. I can guess for you that it would be about 3% 
million. 

Mr. Tuomas. This figure of 1,200,000 is the new business that was 
put on the books during that time. The total figure would be 
3,500,000? 

Mr. THornton. Approximately. 

Mr. Tuomas. What part of those notes are delinquent? 

Mr. Mason. $71,900,000, isn’t it? 

Mr. Tuoornton. That figure relates to the number of defaulted notes 
which we have in hand for current collection. We make a call 
report—— 

Mr. THomas. What security do you have on those notes? 

Mr. Mason. Nothing. 


NUMBER OF TITLE I LOANS IN DEFAULT 


Mr. Tuomas. What number of them are defaulted now? 

Mr. THornton. We run usually about 2 percent of them in default, 
between 1 and 2 percent in current default status. Not all of those 
will come to us as claims. Depending upon what the economic condi- 
tions are, as a rule we get between 1 and 2 percent of the total cases in 
actual claims to us. But the total defaults run somewhat higher than 
the number that actually are submitted to us as claims, because some 
of the defaults are cured. 

Mr. Putiiurps. Could you answer the second part of the chairman’s 
question: What part of the 1 to 2 percent will not be paid, will actually 
remain in default? 

Mr. THorntTon. The 1 to 2 percent are the ones on which we pay 
the claim to the lending institution. We collect about half of this 
back from the borrowers. 

Mr. Tuomas. How much did you pay out in fiscal 1955 and 1956 in 
defaulted claims to the lending institutions? 

Mr. Puruuips. Didn’t we collect some of that? 

Mr. Mason. About half. 

Mr. Tuomas. How much did we pay out in 1955 and 1956 on the 
repair loans? 

Mr. Tuompson. In 1955, we paid 46,425 claims, for $21,208,000. 

Mr. Tuomas. How much of that did we get back, ultimately? 

Mr. THompson. Our experience has been over the years that we 
collect 50 percent of what we pay out. In other words, we should 
recover ultimately half of that $21 million. 

Mr. Tuomas. What is your anticipated amount of pay-out for 
1956? 

Mr. TuHompson. The pay-outs for 1956 are estimated at about 
$19 million, which is what we think we will pay out, for about 43,000 
claims. That, of course, will run somewhere around $18 million to 
$19 million. 

Mr. Tuomas. More than that. 

Mr. Txuompson. Not for 43,000. For 46,425 we paid out $21 
million in 1955. 
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Mr. Tuomas. You figure it will be less this year. Your number 
has increased. Why should the amount be less? 

Mr. Mason. The number is decreasing. 

Mr. THompson. We paid 46,425 claims in 1955, and we expect to 
pay 43,000 

Mr. Tuomas. The number of loans in 1956 is about 63,000 less 
than 1955, but it goes up 100,000 in 1957? 

Mr. Mason. Yes, sir. 


RESERVE FOR LOSSES ON TITLE I LOANS 


Mr. Tuomas. Where does that money come from to pay your 
osses? 

Mr. Mason. It comes from people who borrow the money, who 
pay us three-quarters of 1 percent. 

Mr. Txompson. The lending institutions pay an insurance charge. 

Mr. Tuomas. What shape is that fund in now for repairs? How 
much do you have in the fund? 

Mr. Tompson. On November 30, we had $42,925,000. 

Mr. Tuomas. You started without any assets in the fund, and it 
accumulated on the basis of three-quarters of 1 percent? 

Mr. THompson. At the present time that charge is 0.65 of 1 percent 
instead of three-quarters. 

Mr. Tuomas. It has been reduced from 0.75 down to 0.65? 

Mr. THompson. Yes. 


PREVAILING INTEREST RATE ON TITLE I NOTES 


Mr. Tuomas. In the act, was the interest rate to the borrower 
established or was a ceiling set? 

Mr. Tuornton. There is no ceiling. 

Mr. THomas. No ceiling? 

Mr. THornton. It is up to the Commissioner’s discretion in title 1. 

Mr. Tuomas. What is the prevailing interest rate? 

Mr. Mason. It is a 5 percent discount. 

Mr. THomas. What do you mean? 

Mr. Mason. I mean when a borrower borrows the money, borrows 
$1 ,000——— 

Mr. Tuomas. Say I borrow $2,000. What rate will I pay on that 
$2,000? 

Mr. Tuornton. On a 3-year note, based on declining balances, 
the financing cost would come to 9.3 percent. 

Mr. Tuomas. Did the statute set up anything about the interest 
rate, a ceiling or anything? 

Mr. TuHornton. No; the title I statute has no stipulation on 
maximum financing charge, except that the Commissioner shall 
establish it. 

Mr. Tuomas. You don’t set a 10 percent interest rate? 

Mr. THornton. The charge includes whatever the lending institu- 
tion has to pay us for an insurance premium, the 0.65 percent per year, 
which comes to 1.95 percent on a 3-year basis. 

Mr. Tuomas. That is pretty steep. 

Mr. Mason. It is cheaper than they can get it if the FHA doesn’t 
insure. 
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Mr. Tuomas. The chances are that half of this work wouldn’t be 
done if it weren’t for the insurance feature. Those who want to do 
the work, my guess would be, would get the money for less than 
what these people are paying for it. 

Mr. Mason. I ran a business and I borrowed money and I always 
paid discount on it. I never got to pay interest on a business loan. 
When I borrowed $1,000 from the bank, they took the interest out 
when I borrowed it. I didn’t borrow it for 3 years from them because 
they wouldn’t loan it to me for that long a time. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 


MINORITY HOUSING 


Mr. Yatres. What are you doing in the field of minority housing? 

Mr. Mason. I think we are doing a lot. 

Mr. Yates. What are you doing? 

Mr. Mason. One of the interesting things we are doing is trying 
to promote the use of open-occupancy housing, to get builders to 
build projects so that other builders can see what we know, that if 
a builder will build one of these he will have an economic project— 
one that will work out. Builders are afraid to do this because they 
say that you can’t do it. One of these projects is located at Melpitas, 
Calif., which is probably an outstanding example of this, of a large 
project, where FHA has cooperated with the builders and with the 
union group to see that they get some housing built on an open- 
occupancy basis where Ford is putting a new assembly plant. 

Mr. Yates. Is this in Detroit? 

Mr. Mason. Melpitas, Calif., in the San Francisco Bay area. 

We have another one located in Mr. Wolf’s territory up in Bucks 
County, Pa., in the Philadelphia-Morrisville-Trenton area. 

Mr. Yates. How many units were in the San Francisco Bay 
project? 

Mr. Mason. 300 houses in the original installment, and the prices 
range from $11,000 to $13,000. 

Mr. Yates. This was sponsored by the union, originally? 

Mr. Mason. Yes, sir, Congress of Industrial Organizations. Even- 
tually there will be 100,000 homes in this area on an integrated basis, 
financed by the Metropolitan Life Insurance Co. The one in Bucks 
County is in what is known as the Concord Park Homes, another open- 
occupancy project. That is the Society of Friends. Larchwood Gar- 
dens, a 180-unit rental project near Philadelphia. The Sinkio Building 
Company of Wisconsin, Fairview subdivision in Madison. ‘Tilsen 
built the homes. That is open-occupancy. These are just samples 
that were put in this report for me. 

I believe we have something like 27 projects around the country 
today. 

Mr. Yates. Can you put a list of them in the record? 

Mr. Mason. We will be happy to. 

(The material referred to is as follows:) 
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Open-occupancy projects programed with FHA assistance and mortgage insurance 
REGIONS I AND II 


. Amount of 
Name and location i mortgage 








Rhode Island Plaza, Washington, D. C 

Holly House, Washington, D. C 

Montclair Court, Montclair, N. J 

Private Housing, Inc., Pittsburgh, Pa 

Palmer Park, Camden, Del_. 

Larchwood Gardens, P hiladelphia, Pa 

Green Belt Knolls, Philadelphia, Pa____- 

Concord Park Homes, Inc., Trevose, Bucks County, ‘Pa 
Flamingo Apartments, Philadelphia, Pa 

8th and Brown Mutual Housing Corp., Philadelphia, Pa 
Merrick Park, Jamaica, Long Island, N. 

Nicholas Gardens, Manhattan, N. Y 

Parsons Gardens, Flushing, Long Island, ie, se 

Ronek Park, Amityville, N. Y __-- 

St. Albans Gardens, Jamaica, Long Island, N.Y 
Convent Gardens, Manhattan, N. Y 

Dorie Miller, Corona, Long Island, N. Y_-- 

Ivey Terrace, New York, N. Y 

Manhattan Town, New York, oe ies since ai cote at A tae 
The Addesleigh, Jamaica, are Island, N. Y. Se et ae. nae 1. 037, 600 
Delano Village, New York, ai. Pres ete Shevidendtes <td ijt 6. 658, 600 








REGION IV 





Tilsen Homes, Minneapolis-St. Paul, Minn-.-.-..-...-........--- re 
Midway Gardens, Chicago, Ill ei , 

Warren Co-op (213), Warren, Ohio 

Fairview Subdivision, Madison, Rt iccnes 

Belmont project (military), Lincoln, Nebr... 


William ette Heights Co-op, Portland, Oreg 
Lever Village, Stockton, Calif_- Creel 

Glenclift, San Diego, Calif 

Highland Park, San Diego, Calif. - 

Cadillac Arms, Las Vegas, Nev 

Sunny Hills, Milpitas, Calif 

Sun-River Homes, Inc., Sacramento, Calif_.............-......------- Bicke abies 
Woodlawn Park Tract, Riverside, Calif. 

Mal Decker, Phomix, Aris........-.-.---<--<+.+s ee cial ily dencaceatle ibid 
Montchair Apartments, Los Angeles, Calif 

Bayside Knolls, Pittsburg, Calif 

San Mateo, Calif 

Wriley Gardens, Stockton, Calif 

Corona Acres and Corona Park, Stockton, Calif 

Edison Manor, Fresno, Calif 


S8soypesesitassss 


3, 375, 000 





1 20 more in planning stage. 


Nore.—The mortgage amount indicated in column 3 is, with several exceptions, identical with the FH A 
commitment. Also, in several cases some of the sales housing has been marketed under VA guaranty. 


Mr. Yates. What portion of your funds went toward the open- 
occupancy projects last year? 

Mr. Mason. Congressman, we don’t segregate our funds in this 
way at all. 

Mr. Yates. You do draw a distinction between open-occupancy 
projects and others; don’t you? 

Mr. Mason. We have people in our staff who are working, hard, 
to see that we get these kinds of demonstration projects built. We 
haven’t kept any separation as to the amount of dollars that go into 
these. 

Mr. Yates. Apparently you are drawing some kind of distinction, 
because you are designating them as open-occupancy projects. 
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Mr. Mason. We have this desire to show builders they can build 
them. 

Mr. Yates. I congratulate you on this. I think it is a worth- 
while program. 

The information I want, though, is how much of your funds is 
going for this type of project as compared to your total. 

Mr. Mason. I believe we could give you a figure on these projects 
| have mentioned, but we have no separate cettlvia list. 

Mr. Starr. You were talking about insurance funds? 

Mr. Yares. Yes; for these open-occupancy projects. 

Mr. Mason. I will list them. 

Mr. Puiturps. Are they accurately identified all over the country 
so that Mr. Mason’s figures would be representative of the exact 
situation? 

Mr. Yates. I would like to see that. 

Mr. Puiuurps. I don’t know that they would. 

Mr. Yates. I think we should let him answer that. 

Mr. Mason. What is your question, Mr. Phillips? 

Mr. Puruuips. I am looking back 3 or 4 years when Mr. Yates has 
asked the same question, and each year the same answer has been given, 
which he forgets in the intervening months. 

Mr. Yares. On the contrary, hope springs eternal. Today we 
have a term, “open occupancy.”’ 

Mr. Puiuurrs. The answer has been that we keep no records. My 
question is: Do you keep such records that any figure handed Mr. 
Yates or the committee would actually be correct in identifying all 
the projects that are involved in such a problem as the one which he 
very properly presents? 

Mr. Mason. Mr. Phillips, the figure we would give would be simply 
to say that we had so many demonstration projects on which we had 
so much insurance, and it would not be representative of all the 
projects there might be in the country. 

Mr. Puiurps. Off the record. 

(Discussion off the record.) 

Mr. Yates. I would be inclined to believe that if some of the 
old-time closed projects had suddenly become open-occupancy projects 
that Mr. Mason or some of his staff would know about it. 

Mr. Puiuurrs. How? 

Mr. Yates. Because they keep checking up periodically; is that 
true, Mr. Mason? Would you have no way of knowing, for example, 
if Levittown decided to become open-occupancy rather than closed- 
occupancy? 

Mr. Puiuuiprs. Not unless there was a complaint. You wouldn’t 
know unless somebody brought the problem to you, and then it would 
be an individual problem? 

Mr. Mason. That is right. 

Mr. Purtuirs. That wouldn’t necessarily be representative of the 
whole situation? 

Mr. Mason. No; it would not. 

Mr. Starr. It wouldn’t be part of our reporting system at all. 

Mr. Yates. Would you know about it at all? 

Mr. Srarr. If it was called to our attention. 


Mr. Yates. Have any such instances been called to your attention? 
Mr. Mason. No. 
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COOPERATIVE HOUSING 


Mr. Yates. I notice your request for additional funds for coopera- 
tive housing. Has anything been done in this field prior to passage 
of section 213? 

Mr. Starr. That was our first cooperative housing, and it still is. 
We had some insurance on it. 

Mr. THornton. We had some section 207 cooperative housing. 

Mr. Yates. How much? Not a great deal; was there? 

Mr. Tuornton. If I remember correctly, the Housing Act in 1948 
first provided a specific subsection of section 207 for cooperative 
housing, and in that program we had, as I recall, about 25 projects 
that were submitted to us. 

Many of them were still in the stage of application and processing 
in the field offices at the time that section 213 was passed in 1950. 
Most of them were then transferred from 207 to section 213. 

Mr. Yates. Do you envision a successful program under the 
provision respecting cooperative housing? 

Mr. Mason. We can only work for one. 

Mr. Yarses. I know that. I just wondered what your opinion 
was. 

Mr. Mason. My desire is to have a successful program. We 
have, in accordance with Congress’ wish, appointed a gentleman from 
the Midwest to head our—what would I say 

Mr. Yates. Did Congress indicate that it wanted a gentleman from 
the Midwest? 

Mr. Mason. Congress indicated they wanted a man appointed for 
the job. 

Mr. Yates. From the Midwest? 

Mr. Mason. No. We went into the Midwest because that is 
where cooperative people are, people interested in the cooperative 
movement. 

Mr. Yates. This program may make some inroads into the 
problem of minority housing. 

Mr. Mason. It could well do that. 


FORECLOSURES OF FHA MORTGAGES 


Mr. Yates. Were there many foreclosures last year of FHA 
mortgages? 

Mr. Mason. Yes, sir; there were some foreclosures. 

Mr. Yates. Have those figures been placed in the record as yet, 
as to how many foreclosures there were? 

Mr. Tuomas. Yes. 

Mr. Yates. Off the record. 

(Discussion off the record.) 

Mr. Yates. Did you tell the chairman what the total number of 
foreclosures were during the year? 

Mr. THompson. We were talking about the cumulative. 

Mr. Puruurps. Put the figure in. 

Mr. Starr. You mean, fiscal 1955? 

Mr. Yates. Yes. 

Mr. Starr. That number is on page 3; it is 25,447. 
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Mr. Yates. That is for fiscal 1955. How many have there been 
during the current year? 

Mr. Starr. Our estimate is 27,298. 

Mr. Tuomas. Cumulative on hand. 

Mr. Yates. I am talking about foreclosures. 

Mr. Tuomas. During the year is the figure you want. What part 
of that 28,000 that you have on hand have you acquired during fiscal 
1956? That is what he want to know. 

Mr. Yates. And whether it is increasing over the previous year? 

Mr. THompson. I have the figures here beginning with July 1955 
through November 30, 1955. 

Mr. Yarss. Yes. 

Mr. THompson. On small homes, 1,532 one- to four-family proper- 
ties for 1,869 units, in the amount of $13,698,000. Forty-seven 
projects, for 3,999 units, $31,580,000. 

Mr. Tuomas. Roughly, 5,000 units. 

Mr. Puiuurpes. That is for 7 months? 

Mr. Tuompson. That is for 5 months. 

Mr. Puiuures. Can you give it for a 12-month calendar year? 

Mr. Tuomas. You will have to go to 1955, then. 

Mr. Yates. The estimate he gives is the property owned rather 
than the foreclosures. 

Mr. Mason. We can give you that. 

Mr. Bazan. We can give them the fiscal year 1955. That would be 
the preceding 12 months. 

Mr. Tuomas. What a Yates wants to know is if it is on the in- 
crease from year to year, 1955 to 1956. You can put the figure in the 
record. It looks like you have about 5,000 units for the first 5 or 6 
months of 1956. What is your guess for what it is for 1 55, eight or 
nine thousand units? Six thousand? 

Mr. THornton. On page 49 there is some information on this 
subject. 9,828 units were acquired in fiscal 1955. 

Mr. Tomas. On a 5- -month basis, it is not showing an appreciable 
increase over 1955, then, is it? 

Mr. Tuornron. Estimated for 1956 is 10,635, and estimated for 
1957 is 7,577. 

TRAILER PARKS 


Mr. Yates. Have you finished compiling the regulations for the con- 
struction of trailer parks? 

Mr. Mason. Yes, sir. 

Mr. Yarss. Are you starting on that program now? 

Mr. Mason. We are in business, if you have some applicants. 

Mr. Yates. Have you had any applic ants? 

Mr. Mason. I can’t answer the question, but none has come so far 
as Washington. 

Mr, Tuorron. There have been a lot of inquiries, but no formal 
applications. 

Mr. Yarrs. You are ready to take formal applications? 

Mr. Mason. Yes, sir. 

Mr. Yarns. I know for awhile you were compiling your regulations. 
I tried to get some information for a constituent. 
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MARKET ANALYSIS 


Mr. Yates. You maintain a running-market analysis, do you not, 
of your markets? 

Mr. Mason. Not a running one. 

Mr. Yates. A constant one, from day to day? 

Mr. Mason. No, sir. 

Mr. THornton. We have a group of analysts who go out from time 
to time to study individual markets. 

Mr. Yates. I was under the impression that FHA had a market 
research group that advised you as to where your potential markets 
were. Am I wrong in that? 

Mr. Mason. You are wrong in that. We have these market 
analysts whom we send to our district insuring offices to determine 
whether there is a need in the area. 


MARKET ANALYSIS STAFF 


Mr. Puiuuirs. I have only two questions, Mr. Chairman. The 
same one that I think Mr. Yates was asking about, on page 55, vou 
indicate a market analysis staff of 16 analysts and 8 clerks. This 
morning we had an erudite gentleman here by the name of Dr. Mc- 
Farland, who contended he was making this analysis for the Office of 
the Administrator and the Council of Economic Advisers. I don’t 
know whether he has more than 16 analysts and 8 clerks, but it seems 
to me that in one or the other we could save a little money. We 
could cut out 16 analysts and 8 clerks. 

Mr. Mason. We need these men because, for instance, in Dallas, 
Tex., which is out of the Congressman’s area—— 

Mr. Puiuurps. Don’t use the same illustration he used, which 
makes it worse yet. He also used some place in Texas. 

Mr. Mason. We get an area in which our Director believes there 
is a market question. He gets an application for a good-sized project. 
He has a question in his mind whether that project should be approved. 
We have a market analyst go into the area. This man studies the 
employment, the trend—— 

Mr. Puriures. The number of vacant houses? 

Mr. Mason. All this sort of thing, and writes a report on which 
this director can make a judgment. 

Mr. Puituips. Then your contention is that we could get along 
without the group in the Administrator’s Office? 

Mr. Mason. I am not contending that at all, Mr. Phillips. I am 
simply saying for the purpose of FHA we need these people. 

Mr. Puruures. I point out to you—— 

Mr. Mason. It is not the same thing as making a general overall 
study of the country to determine economic answers for the country 
as a whole. This is to determine conditions in specific areas. 

Mr. Puiuuirs. I point out to you that his argument and justification 
for his money was practically word for word the same as yours, that 
he was studying the number of vacant houses, the general conditions, 
and that he was—— 

Mr. Mason. I am sure he is not doing this for us for a specific need. 
He is doing this to determine what the trend is in this country in 





1167 


occupancy of housing, and whether there is need to shorten mortgage 
credit or expand on it. 


TRAILER PARKS 


Mr. Puiuurps. On page 52 I note this language: 


FHA is now authorized to insure mortgages covering trailer parks under 
section 207 of the National Housing Act. 

I have never been of the opinion that trailer parks were particularly 
good security. How many such projects do you have? 

Mr. Mason. We have insurance on none at the present time. 

Mr. Puiuuirs. I think that is about the right number, don’t you? 

Mr. Mason. We have tried to write our regulations so if we should 
get one it would be a good one. 

M. Puiuurps. | think that ought to keep you out of the business 
for some time. 

Mr. Mason. Not necessarily, sir. 

Mr. Puiuuirs. Mr. Chairman, my trouble is that for the last few 
vears Mr. Mason has been operating an agency that doesn’t produce 
any complaints from my part of the country. Mr. Mason, I commend 
you. 

Mr. Mason. Thank you. 

Mr. Yates. The complaints I get are the inadequacy of the ap- 
praisals. But, of course, I assume that is a common complaint. 

Mr. Mason. Yes. 

Mr. Tuomas. We think you all do a fine job with all the many 
details that you have to handle all over the United States. I think 
you run a fine shop. We always look forward to seeing you here. 
We never try to appear cross in here, but sometimes you might think 
so. If we do, it is purely unintentional. If we can always be as 
pleasant as your staff is, it would be nice. 

When you go back, get your people together, don’t let them do it 
this afternoon, let them have a good night’s sleep because they are 
tired, but phone us in the morning and give to the clerk the number of 
people that you have [abroad] on the payroll as of the 1st of January 
in the District of Columbia, and in the field. That means now. 
The number that you have appropriated for the District of Columbia 
for 1956, the number that you had appropriated for 1956 for the field. 
The number that you want for 1957 in the District of Columbia and 
in the field. It is pretty important that you get that information to 
us. And bear in mind that all vour thinking is that you are going to 
do just about the same amount of work in 1957 that you did in 1956. 

Thank you, gentlemen, it is always nice to see you. 
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PUBLIC HOUSING ADMINISTRATION 


WITNESSES 


CHARLES E. SLUSSER, COMMISSIONER 

JOHN D. CURRIE, DEPUTY COMMISSIONER 

HERBERT L. WOOTEN, ASSISTANT COMMISSIONER FOR ADMIN- 
ISTRATION 

B. W. RUFFNER, DIRECTOR, BUDGET BRANCH 

JOHN M. FRANTZ, AGENCY BUDGET OFFICER 


ADMINISTRATIVE EXPENSES 


Amounts available for obligation 





1955 actual | 1956 estimate | 1957 estimate 


Appropriation (obligations incurred) $7, 466, 000 $8, 200, 000 $10, 700, 000 
Proposed supplemental due to pay increases. -..........-...---|-------------- 500, 000 


, 


Total available for obligation (obligations incurred) 7, 466, 000 | 8, 700, 000 10, 700, 000 


Analysis of transfers to revolving fund 


Obligations incurred during the year (transfers to revolving fund 
out of current authorizations): 
pees. Jan htt ok Soest e 2Ubuek elo ods $7, 466, 000 
8, 700, 000 
10, 700, 000 


ANNUAL CONTRIBUTIONS 


Amounts available for obligation 


Appropriation or estimate (obligations incurred) : 
DU fi i ee ein eee Ee en oe ees $68, 050, 000 
81, 750, 000 
96, 000, 000 


Analysis of transfers to revolving fund 


Obligations incurred during the year (transferred to revolving fund 

out of current authorizations): 

OR ices Dee pico nan dnb inte Lae in ake phe ees rye Ramee $68, 050, 000 
81, 750, 000 
96, 000, 000 

Mr. Tuomas. Will the committee please come to order? 

We have with us this morning the Public Housing Administration, 
and it certainly is nice to see again our distinguished friend, Mr. 
Slusser, the Commissioner; Mr. Currie, the Deputy Commissioner; 
Mr. Wooten, the Assistant Commissioner for Administration; Mr. 
Ruffner, the Director of the Budget Branch; and Mr. Frantz, the 
agency budget officer. 

Mr. Commissioner, if you have a statement we would like to hear 
you as long as you want to talk. 
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GENERAL STATEMENT 


Mr. Stusssr. Yes, I have. 

Mr. Chairman and members of the committee, I appreciate the 
opportunity of appearing before you to review progress which the 
Public Housing Administration has made during the past year, to 
discuss some of our plans for fiscal year 1957, and to anwser your 
questions concerning our request for funds. 


LOW-RENT PUBLIC-HOUSING PROGRAM 


For operation of the low-rent public-housing program, our justifica- 
tion includes a request for an appropriation of $96 million for payment 
of annual contributions and an authorization to expend $3 million 
of program receipts for operation of the federally operated low-rent 
projects and for services of engineers for inspection of projects during 
construction. 

You may recall that our estimate of annual contribution require- 
ments for 1956 was $87 million, and the Congress appropriated 
$81,750,000. Our estimate of 1956 requirements now has been re- 
duced to $84,500,000, and we will submit a request for a supplemental 
of approximately $2,750,000 in the spring. The reduction in our 
original estimate is aasienaad for by a change in our policy of accumu- 
lating operating reserves and by a slight increase of residual receipts 
from ' operation of the projects. The increase in our estimate to $96 
million primarily is caused by 23,400 units which will receive first 
annual contributions during fiscal 1957. 


ACCUMULATION OF OPERATING RESERVES 


I would like to mention the change in our policy on the rate of 
accumulating operating reserves for major repairs and replacements, 
other unusually high expenses, or unusually low receipts which might 
occur in any 1 year. Previously, the maximum reserve for projects 
over 200 units was accumulated over a period of 5 years. However, 
after study, it has been decided that the maximum reserve may be 
accumulated over a period of 10 years without jeopardizing the 
financial stability of the projects. 

The new policy became effective for all project fiscal years ending 
on and after September 30, 1955. Estimates for the 1956 and 1957 
fiscal years have taken account of the new policy. The approximate 
net reduction in annual contribution requirements caused by extending 
the buildup period from 5 to 10 years amounted to $1,700,000 for 
fiscal 1956 and $2,435,000 for fiscal 1957. 


INDIVIDUAL PROJECT COSTS 


On June 27, 1955, I appeared before your committee in support 
of a supplemental appropriation for annual contributions payments in 
fiseal 1955. During the hearing, you requested us to submit, along 
with the 1957 estimate of annual contributions, certain detailed 
information on individual project costs, annual contribution commit- 
ments and payment dates, income, expenses, residual receipts, and 
other amounts available, for reduction of annual contributions. 


72350—_56— pt. 2———__14 
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These data have been submitted to the committee in a three-volume 
report. 

Mr. Tuomas. Let me interrupt you there. We looked them over 
yesterday. We did not have an opportunity to go into them in 
detail, but from what we saw it certainly is a fine work. The informa- 
tion is there covering all the local housing authorities in the country. 
How many are there, 2,100? 

Mr. Rurrner. A little less than 2,000 projects, sir. There are 
some 900 local authorities. 

Mr. Tuomas. That information is quite valuable and in book 
form. It should not be difficult to bring it up to date from time to 
time. We certainly will use it and thank you very much for doing it. 


LOCAL AUTHORITY BORROWING FROM PRIVATE INVESTORS 


Mr. Stusser. The Administration’s efforts to reduce its holdings 
of local authority obligations and to substitute therefor direct borrow- 
ings by the local authorities from private investors have been success- 
ful. ‘The refinancing has resulted in a large reduction of the PHA 
borrowings from the Treasury. On January 1, 1953, our Treasury 
borrowings amounted to $935 million; these borrowings were reduced 
by $874 million so that on June 30, 1955, the remaining balance was 
only $61 million and by December 31 the balance had been further 
reduced to $50 million. 

There are a number of economic factors affecting the financial 
operations of the low rent public housing program. During the war 
and immediate postwar period many housing units were “occupied 
by war and defense workers having a high level of income which was 
reflected in the rents paid to housing projects. As high-income fami- 
ilies are removed from the projects and replaced by low-income 
families, the rentals received by projects are reduced. Operating 
costs, on the other hand, are rising. Higher construction costs result 
in greater development costs which ultimately are reflected in the 
annual contribution payments. Operating costs are especially in- 
fluenced by repair, maintenance, and replacement costs. A number 
of projects were built during the war period and are now 10 to 15 
years old. These projects contain some wartime victory-type mate- 
rials and equipment which now require heavy expenditures for repair 
and maintenance. Much of the equipment has reached the end of 
its useful life and is being replaced. 


BUSINESS SPECIALIST PROGRAM 


During my appearance before your committee last year, I mentioned 
a plan to put a business specialist in each field office to be responsible 
for conducting studies of individual projects and groups of projects 
having high costs and recommending improved methods for reducing 
costs. Your committee report on the budget estimate for 1956 in- 
dicated agreement with the effort to reduce costs wherever possible 
and I am proceeding with the plan. Since we wanted outstanding 
men with a good background of education and experience, recruitment 
has been slow. However, four business specialists have recently been 
selected and have been assigned to the Atlanta, Fort Worth, San 
Francisco, and Washington field offices. 
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The business specialist program means much more than merely 
securing stricter compliance with Federal rules and regulations. It 
represents an effort to apply the techniques of business and industrial 
management to our problems. The business specialist will seek to 
extend to high-cost projects the practical management lessons that 
already have been learned on our most efficiently run projects. I am 
confident that this new approach will point the way toward economies 
in project operating costs. 


NONADMINISTRATIVE EXPENSE 


The $3 million requested for nonadministrative expenses of the 
low-rent public housing program involves two items: (1) Operating 
costs of 7 federally operated projects; and (2) inspection costs of 
projects under construction. this does not require an appropriation 
but constitutes a limitation on the amount of program receipts which 
may be expended by the Administration. 

I feel that improvement of the engineering inspection service is 
necessary for new low-rent projects under construction. Errors made 
ome. construction of projects often prove costly during operation of 

project. For example, increased construction cost has a direct 
infandd on the maximum annual contribution payment. Further- 
more, construction deficiencies result in increased repair and mainte- 
nance costs during operations, which increase the annual contributions 
payments. Therefore I propose a substantial increase in the level of 
supervision and inspection at all new projects beginning construction. 
This is another effort to control project costs and improve construc- 
tion quality, thereby protecting the Federal investment in the program. 


REVISION OF ANNUAL CONTRIBUTIONS CONTRACTS 


During the past year we have revised the annual contributions con- 
tract executed for all new projects. This revised contract contains 
a provision which we hope will improve the budget control process. 
Previously PHA was obligated either to approve or disapprove an 
operating budget submitted by the local housing authority. This 
made it impossible to approve a modified budget where PHA wished 
to take exception to certain items. The new contract provides that 
PHA may modify budgeted amounts and the modified budget then 
constitutes the approved budget unless the local authority chooses to 
consider it as disapproved. If the local authority chooses to consider 
the budget disapproved, it must submit a new budget in time for 
review and approval before beginning of the new fiscal year. 


LIQUIDATION OF EMERGENCY HOUSING 


Now let me discuss our progress in disposing of the war and emer- 
gency housing units. The disposition program of the Public Housing 
Administration has progressed more rapidly than was estimated. 
The Public Housing Administration originally estimated that 76,574 
units would be disposed of during fiscal 1955. The budget now being 
submitted shows that 87,883 units were ac tually disposed of, or 11, . 
units more than was estimated. Between July 1 and December : 
of 1955 we have disposed of 30,513 units, leaving an inventory - 
78,026 units on December 31, 1955. 
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For operation of the remaining war and emergency housing units 
we are asking authorization to spend $8,400,000 during 1957. Funds 
expended for operation of these housing units decline as they are 
disposed of by sale, transfer, and demolition. During 1955 expendi- 
tures amounted to $18,426,000; Congress authorized $10,750,000 for 
1956; and our estimate for 1957 is $8,400,000. 

We are continuing our efforts to liquidate the entire program as 
rapidly as possible. However, the units which will remain in the 
inventory at the end of this fiscal year will be increasingly difficult to 
dispose of since a large majority will involve unusual problems. A 
number of the properties are involved in special legislation and the 
PHA cannot take final action until terms of the special legislation 
have been satisfied, or until the time specified has expired. 

Disposition activity, expressed in terms of management units 
alone, does not explain the degree of workload involved in the emer- 
gency housing program. For example, we are working on determina- 
tion of land use contracts for more than 5,000 parcels of land. This 
involves negotiation with the landowners, after the housing has been 
demolished or otherwise removed, and considerable legal and ad- 
ministrative work after agreement has been reached to terminate the 
contracts. Another difficult problem is created by projects which 
have been built and still stand on leased land. Landowners usually 
offer little or nothing for the structures and other improvements 
since they will revert to the owners upon termination of the land use 
agreement. In order to secure a fair return to the Government for 
the improvements, PHA attempts to acquire the land by a negotiated 
purchase or by condemnation. If title to the land can be acquired, 
onsite sales of the housing units can be effected at fair market values. 
These transactions also involve negotiation and legal and admini- 
strative work. 

ADMINISTRATIVE EXPENSES 


For administrative expenses during fiscal 1957 we are requesting 
$10,700,000 for the low-rent public housing program and $2,100,000 
for the liquidating emergency housing program. ‘Total employment 
during 1957 will be approximately the same as the estimated 1956 
year-end level. The increase in the low-rent program provides 
funds to cover full-year employment of personnel employed during 
only the latter portion of 1956. This will enable us to administer the 
completion of development work started in 1956 and the increased 
management workload of completed projects. Administrative ex- 
penses for the liquidating program reflect the decrease in workload 
resulting from disposition of the emergency housing units. 

I shall be glad to answer any questions. 

Mr. Tuomas. That is a nice, fine statement, very much to the 
point, and it is always nice to listen to your statements. 

Mr. Stusser. Thank you. 


SUMMARY JUSTIFICATION DATA 


Mr. Tuomas. At this point we will insert in the record the narrative 
on pages 1 and 2, and the table on pages 3, 4, and 5. 
(The material referred to follows:) 
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NARRATIVE 


As one of the constituents of the Housing and Home Finance Agency, the 
Public Housing Administration has two major responsibilities. The first is to 
provide development and management services necessary for the efficient operation 
of the low-rent public housing program. To assure the low-rent character of the 
program, the Public Housing Administration also extends financial support in 
the form of annual contributions paid to the local housing authorities which 
own and operate the public housing projects. 

The second major responsibility of the Public Housing Administration is to 
provide disposition and management services required to liquidate. and to operate 
pending liquidation, housing projects in the liquidating emergency housing 
program. Projects included in this program represent properties originally 
constructed to serve national defense needs. 

As shown in the table entitled “Summary of Appropriation and Authorization 
Estimates” the Public Housing Administration relies upon appropriated funds 
for payment of annual contributions to local housing authorities. The obligation 
to pay annual contributions to local authorities is assumed at the time of execution 
of the annual contributions contract entered into between the Administration and 
the local housing authority. The contract stipulates payments equal to the 
amount of the level debt service on all debt incurred by the local authority. Thus, 
the payment of annual contributions guarantees the financial integrity of the 
program and likewise assures its low-rent character. A substantial number of 
additional units will become eligible for annual contributions—about 47,000 in 
fiscal 1956 and 23,000 in fiscal 1957. This largely explains the increase in the 
budget estimate of annual contributions. 

All administrative expenses of the low-rent public housing program are provided 
for out of appropriated funds. These expenses will be larger in fiscal 1956 and 
1957 because of increased development and management activities required by 
the low-rent program. 

Other expenses incurred by the Administration are met out of authorizations 
to expend program receipts. These expenses fall into three main categories: 
(1) Administrative expenses arising out of the liquidating emergency housing 
program, (2) nonadministrative expenses of the low-rent public housing program 
incurred in the direct operation of low-rent projects and in the inspection of new 
low-rent projects under construction, and (3) nonadministrative expenses reflecting 
the cost of operating the remaining projects in the liquidating emergency housing 
program. 

All administrative expenses of the liquidating program are met out of program 
receipts which the Administration is authorized to expend. These expenses show 
declines for both 1956 and 1957 because of the diminishing scope of the program. 

Nonadministrative expenses of the low-rent program stem from two entirely 
separate sources. The first is the direct operation by the Administration of seven 
low-rent projects containing 2,437 units. Federal operation is necessitated by the 
fact that for 3 projects State law prevents the local authority from accepting 
transfer, for 1 project the local authority has voluntarily refused transfer, and for 
the 3 remaining projects Federal operation is deemed to be in the public interest. 
All operating expenses of the seven projects are included in the budget estimate of 
nonadministrative expenses. The increases indicated for 1956 and 1957 are 
caused primarily by heavier outlays for repairs, maintenance, and replacement 
necessary to keep the projects in a safe and sanitary condition. Rental payments 
by tenants in the seven projects provide program receipts in excess of operating 
costs. 

The second nonadministrative expense item for the low-rent program relates to 
the cost of making inspection of projects under construction. A definite strength- 
ening of the Federal inspection service is considered essential by the Administra- 
tion. This factor and the increase in new construction starts account for the rise 
in budgeted totals. Program receipts sufficient to cover inspection expenses are 
provided by fees charged to the cost of each new low-rent project. 

The largest nonadministrative expense item relates to the liquidating emer- 
gency housing program and arises out of the operation of projects whose disposi- 
tion has not yet been accomplished. By far the greatest part of such nonad- 
ministrative expenses consists of the direct operating cost of the projects. The 
budget total in this category falls off sharply in both 1956 and 1957, a result of the 
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decline in the average number of units available for occupancy from about 61,000 
in 1955 to 37,000 in-1956 and to 30,000 in 1957. Rental income and other income 
from these units considerably exceed the total cost of operation. 

Also shown in the table entitled “SSummary of Appropriation and Authoriza- 
tion Estimates” are estimates of the amount of pay increases and travel per diem 
increases for fiscal 1956. The estimates are shown in detail for administrative 
expenses of both the low-rent program and the liquidating program. 

Detailed justification of the budget estimates for the low-rent program is pro- 
vided in succeeding pages. Specifially covered are annual contribution require- 
ments and the nonadministrative expense limitation for the low-rent program. 
Then follows a detailed justification of the budget estimates for the liquidating 
program, particular reference being made to the nonadministrative expense 
limitation. Finally presented is a combined justification of administrative expenses 
for both programs. 


Hovusinc AND Home FInNANcE AGENCY—PvuBLIC Hovusinc ADMINISTRATION 


Summary of program workload (number of units) 


| 


| 1955 actual | 1956 estimate | 1957 estimate 


| 
| 


LOW-RENT PUBLIC HOUSING PROGRAM 


Development (during year): 

Program reservation issued - - 

Preliminary loan contract executed 

Development site selected - -.........-..-----..--.-..---.- 

Annual contributions contract executed 

Construction started 

Completed for occupancy 

War housing transferred to low-rent use_._............-..- 
Management (at year end): Available for occupancy 


LIQUIDATING EMERGENCY HOUSING PROGRAM 
Development (during year): Defense housing: 


Construction started 
Completed for occupancy 





Management (at year end): 
Available for occupancy: 
By program: 
Public war housing 80, 638 
Defense housing 11, 529 
Veterans’ reuse housing 5, 141 





Total active program 97, 308 


By type of operation: 
Federally operated 39, 147 31, 256 
Leased 58, 161 23, 161 


Total active program 97, 308 54, 417 
mietive ssc sckwiii Sih) ob dcokeusesiscdidadeediieiedtaut 11, 048 7, 048 
Total inventory 108, 356 2 61, 465 


Disposition (during year): 
Permanent 27, 000 
62, 895 20, 000 7, 341 


87, 883 | 47, 000 17, 341 


1 Includes 842 units authorized by Housing Act of 1954 and placed under contract during July 1955, 
pursuant to 1-month extension granted by Congress. 
2 Includes 109 new units completed for occupancy. 
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Summary of appropriation and authorization estimates 





Appropriation: 

Annual contributions: 
Appropriation or estimate _ - 
Proposed mapetemnente) 
Unobligated 


Total, annual contributions_.. 


Administrative expenses (all low-rent program): 
Appropriation or estimate 
Proposed supplemental for carrying out the “‘ Housing 
Amendments of 1955”’ a 
Proposed supplemental, due to ps ay ‘increases 
Proposed at due to travel per diem in- 


Total, administrative expenses 


Authorization to expend program receipts: 
Administrative expenses (all liquidating program): 
Authorization or estimate 
Proposed supplemental, due to pay increases 
Proposed supplemental, due to travel per diem 
creases __- ; be i 


in- 


Total, administrative expenses 
Nonadministrative expense limitations: 
Low-rent program: 
Operation of federally operated projects 
Inspection of projects under construction 
Subtotal 


Liquidating emergency housing program.-.-- 


1955 actual 


$68, 050, 000 


~ 288, 071 


67, 761, 929 


7, 413, 400 


7, 413, 400 


3, 542, 508 


3, 542, 508 


676, 502 
778, 234 | 


18, 426, 454 | 


1956 estimate 


. 750, 000 
750, 000 


500, 000 


200, 000 | 


975, 000 


500, 000 
92, 000 


, 767, 000 


330, 000 
140, 000 


30, 000 | 


2, 500, 000 


803, 300 


1, 016, 700 


1, 820, 000 | 


~ 10,750, 000 | 


1957 


»/ estimate 


», 000, 000 


5, 000, 000 


, 700, 000 


, 700, 000 


2, 100, 000 


2, 100, 000 


890, 000 
2, 110, 000 


3, 000, 000 


8, 400, 000 


Summary information on employment, personal services, and other objects of 
expense is furnished in the accompanying table for both nonadministrative and 


administrative expenses. 


Summary of employment, personal services, and other objects of expense 











Nonadministrative expense limitations: 
Low-rent program: 
Average employment.-.-_.......-.-.----.-- 


Personal services.........-.- 
Other objects of expense - - - 


Total expenses__----_._- 


Liquidating program: 
Average employment 


Personal services. 
Other objects of expense - 


Total expenses.------ 


Administrative expenses: 
Average employment_ -- 


Personal services___---- 
Other objects of expense 


rm eneennenee...61.00ii. LL od, 


‘$1, 005, 009 
449, 727 | 


i, 454, 736 


$6, 501, 813 | 
11, 924, Al 


18, 426, 454 


249 


7 "255, 700 | 


564, 300 


1, 820, 000 


| 1957 estimate 


437 


2, 309, 000 
ool, 000 


3, 000, 000 


769 


~ $4, 129, 500 


6, 620, 500 | 


$3, "189, 800 
5, 210, 200 


10, 750, 000 | 


8, 3, 400, 000 





bee 1,862 | 
| $8,973, 342. 
1, 982) 566 


10, 955, 908 


108 | 


$9, 912, 000 | 
2, 355, 000 | 


12, 267, 000 | | 


4 , 697 


“$10, : 380, 000 
2, 420, 000 


12, 800, 000 
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FEDERAL GOVERNMENT OBLIGATION FOR ANNUAL CONTRIBUTIONS 


Mr. Tuomas. It is a very good narrative. It is very much to the 
point and very informative. There are some parts of it that are 
worthy of repetition and if the committee will bear with me I will read 
some of it. 


As shown in the table entitled ‘Summary of appropriation and*authorization 
estimates,”’ the Public Housing Administration relies upon appropriated funds for 
payment of annual contributions to local housing authorities. The obligation to 
pay annual contributions to local authorities is assumed at the time of execution 
of the annual contributions contract entered into between the Administration and 
the local housing authority. The contract stipulates payments equal to the 
amount of the level debt service on all debt incurred by the local authority. Thus, 
the payment of annual contributions guarantees the financial integrity of the 
program and likewise assures its low-rent character. A substantial number of 
additional units will become eligible for annual contributions—about 47,000 in 
fiscal 1956 and 23,000 in fiscal 1957. This largely explains the increase in the 
budget estimate of annual contributions. 


In other words, it is a binding contract and there is nothing we 
can do about it but pay it. 


LIQUIDATION OF EMERGENCY HOUSING 


Let mealso read the third paragraph on page 2 which is worthy of 
repetition: 


The largest nonadministrative expense item relates to the liquidating emergency 
housing program and arises out of the operation of projects whose disposition has 
not yet been accomplished. By far the greatest part of such nonadministrative 
expenses consists of the direct operating cost of the projects. The budget total 
in this category falls off sharply in both 1956 and 1957, a result of the decline in 
the average number of units available for occupancy from about 61,000 in 1955 
to 37,000 in 1956 and to 30,000 in 1957. 


We certainly hope that you will show the same rapid decrease from 
1955 to 1956, but from 1956 to 1957 it does not show much ofa 
decrease. 

Let us take a look at these tables. The tables are fine and in truth 
and in fact they tell the entire story if you analyze them. 


Low-Rent Hovusine ProGrRamM 
This low-rent housing program table is worth looking at. 
NUMBER OF UNITS AVAILABLE FOR OCCUPANCY 


You show available for occupancy, 403,000 units in 1955. That was 
the total number of low-rent housing units built since the beginning of 
the program. That is the total program? 

Mr. Stusser. Yes; the total program. 

Mr. Tuomas. That increased in 1956 to 422,471, and in 1957 it 
goes up to 445,471. Is that the correct figure? 

Mr. Suusser. I believe that is the correct estimate; yes, sir. 

Mr. Tsomas. The only chance of error in there is the fact that 
during these 3 years those figures may not include that number 
which is under construction, of which part of them could be available 
for occupancy during that year. 

Mr. Rurrner. That includes 17,000 units, which we believe will 
be completed during this fiscal year plus 2,000 war housing units we 
believe will be transferred to the low-rent program. 
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NUMBER OF NEW STARTS 


Mr. Tuomas. Let us go back to the 403,000. How many new 
starts did you undertake in 1955 under your low-rent program? 

Mr. Rurrner. Eight thousand seven hundred and twenty-three 
starts. 

Mr. THomas. What is the figure for new starts for 1956? 

Mr. Rurrner. Twenty-five thousand. 

Mr. Tuomas. A round figure? 

Mr. Rurrner. Yes. 

Mr. THomas. How about 1957? 

Mr. Rurrner. Thirty-five thousand. 

Mr. Tuomas. And your completed-for-occupancy figures are 26,743 
for 1955, 17,000 for 1956, and 23,000 for 1957. They are included in 
your totals of 403,471 for 1955, 422,471 for 1956, and 445,471 for 1957. 

Mr. Rurrner. That is right. 


LiquIDATING EmMerGENcY Hovusina PROGRAM 


Mr. THomas. When we go into your liquidating program, manage- 
ment. st end-of year, do you mean at the end of 1954 or the end of 
1955 you had 80,638 units? 


NUMBER OF UNITS AVAILABLE FOR OCCUPANCY 


Mr. Wooren. At the end of 1955 we had a total inventory on 
hand of 80,638 public war housing. 

Mr. THomas. You mean just what the table states, then? 

Mr. Wooten. Yes. 

Mr. THomas. Defense housing you had 11,529 at the end of 1955, 
and 5,141 veterans’ reuse housing. At the end of 1955 you had a 
grand total of 97,308. How many did you dispose of that year? 

Mr. Wooten. The bottom section will show we disposed of 87,883. 

Mr. Tuomas. Your disposition was 87,883 in 1955? 

Mr. Wooten. Yes, sir. 

Mr: Tuomas. Returning to management at end of year, you had on 
hand how many units at the end of 1956? 

Mr. Suusser. It is estimated we will have 40,138 public war 
housing units, 11,638 defense housing units, and 2,641 veterans’ 
reuse housing, or a total of 54,417. 

Mr. THomas. And you estimate you will have a total of 40,076 at 
the end of 1957? 

Mr. Stusser. Yes. 

Mr. Tuomas. And 60 to 70 million dollars of those properties are 
situated on or near industrial or military installations. The second 
category breaks itself down into units that you are having a little 
dispute with some public bodies as to where the title is, exactly what 
the public bodies’ rights are and what your rights are. The third 
classification is sort of a catchall classification, but it adds up to this: 
It is what we call hard stock and you have trouble disposing of them. 

The first classification, in and around industrial or military installa- 
tions, you are having trouble there because the military wants you 
to keep them; is that correct? 

Mr. Stussrr. Yes. 
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Mr. THomas. What is the dollar value of those units, do you recall? 

Mr. Stusser. I am not familiar with that. Page 39 gives a break- 
down of the management workload. 

Mr. THomas. In your disposition column you show that during 
fiscal year 1955 you disposed of 87,883 units; in 1956 you disposed 
of 47,000 units, or that is your estimate; and for fiscal 1957 you show 
only 17,341, yet you have an increase in your personnel. 

Mr. Stusser. The increase in personnel principally goes to the 
low-rent program and not to the liquidating program. 

Mr. Rurrner. On our liquidating program our total for this year 
is $2,500,000 and for next year $2,100,000, a reduction of $400,000. 

Mr. Tuomas. What is the status of your operations when it comes 
to liquidating this program? 


LIQUIDATION OF DEFENSE HOUSING 


Mr. Stusser. Of course we are at the hard core of the disposition 
program, depending on some action that may be taken in Congress 
that will relieve us of the military housing or give us responsibilities 
in connection with it. There are some properties in locations where 
we have some racial problems. 

Mr. Tuomas. What is the status of the law on military housing 
they want you to keep? What is the present status? 

Mr. Stusser. I believe it is being submitted to the Bureau of the 
Budget. 

Mr. Tuomas. What is the present law on it? We went into that 
once and it is not clear in my mind the status of that law. 

Mr. Stusser. The only thing I know, we are stuck with it and we 
cannot get the military to move. We cannot do much about it 
except manage and control it. 

Mr. Tuomas. Where is the title to it? 

Mr. Stusser. With the Public Housing Administration. 

Mr. Tuomas. As well as I remember the status of the law, the title 
is in the Housing Administration and the Housing Administrator 
has the right under the law to dispose of that property, but as a 
practical matter you have industry on one side and solicitations from 
the military not to dispose of the property. Is that right? 

Mr. Stusser. The military is there now and Defense says they 
need them. We as a Public Housing Administration are in no posi- 
tion to make them move. 

Mr. Tuomas. How does it break itself down into industrial property 
or property occupied by industrial workers either on or adjacent to 
military installations, and what part is occupied by military 
personnel? 

Mr. Currie. Most of the defense housing is on military bases or 
adjacent to military bases. 

Mr. Wooren. About 11,000 units were built under the Defense 
Housing Act. 

Mr. Tuomas. About 11,000 units are occupied by civilians? 

Mr. Wooten. Most of that is on military reservations. 

Mr. Tuomas. Occupied by military or civilian personnel? 

Mr. Wooten. You have both civilian personnel working on the 
base and in some instances military personnel. 
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Mr. THomas. If the property is on the base and the military people 
have authority to build 100,000 units this year, as FHA said, why can 
you not work out something whereby they can keep this property? 
Is not your authority broad enough to turn it over to them? 

Mr. Stusser. They have accepted some projects. These on 
military bases, I guess it is a matter of timing, where they will hold 
on to what they have until they get started with their building pro- 
gram. 

Mr. Puiturrs. This building program is for bigger houses? 

Mr. Stusser. I am not familiar with that. I think it was referred 
to as the Capehart bill. 

Mr. Wooten. It will be permanent-type housing. 


Mr. Tuomas. In truth and in fact it is an extension of the old 
Wherry Act. 
Mr. Stusser. Some are waiting for special legislation. 


Low-Rent Hovusine Procram 


Mr. Tuomas. We will insert pages 6, 7, 8, and 9 in the record at this 
point. Itis pretty good résumé of the low-rent housing program. 
(The material referred to follows:) 


BupGet PROGRAM 


The budget estimates for the low-rent public housing program are presented 
in terms of: 
1. Development activity. 
2. Management activity. 
3. Annual contribution requirements: 
(a) Background. 
(b) The annual contribution estimate. 
(c) Capital financing. 
4. Nonadministrative expense limitation. 
5. Projects paying residual receipts to the Federal Government. 


Development activity 


The Housing Act of 1954 (68 Stat. 590) authorized the Public Housing Ad- 
ministration to enter into new contracts for loans and annual contributions for 
35,000 units during 1955. The act specified that these projects were to be under- 
taken only in communities for which a workable program of slum elimination 
had been approved by the Housing and Home Finance Administrator and in 
which there was a slum clearance and urban redevelopment project, or a slum 
clearance and urban renewal project. The act further required that the local 
governing body of each such community certify that a low-rent housing project 
was necessary to assist in meeting the relocation requirements under the act. 
The number of low-rent dwelling units covered by new contracts could not exceed 
the number of such units which the Housing and Home Finance Administrator 
determined to be needed for relocation of families to be displaced as a result of 
Federal, State, or local governmental action in such communities. 

During 1955 the number of units for which annual contribution contracts were 
executed was 29,788. By joint resolution (69 Stat. 225) the Congress authorized 
an extension to August 1, 1955, for approval of annual contribution contracts 
previously authorized for the 1955 fiscal year. Under this provision, 842 addi- 
tional units were placed under annual contribution contracts during July 1955. 

Under the Housing Amendments of 1955 (69 Stat. 635) authority was granted 
to enter into new contracts for loans and annual contributions for 45,000 addi- 
tional dwelling units during the period from the date of enactment (August 11, 
1955) through July 31, 1956. he new legislation omitted the restrictions re- 
ferred to above. 
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Number of units awaiting construction starts 


Units under annual contribution contracts, awaiting construction starts, 
June 30, 1954_____ : 35, 833 


Add annual contribution contracts executed during fiscal year 1955_._-__ 1 30, 630 
Total units available for construetion starts__.__._....._..-.--- 66, 463 


Less number of units on which construction was started during fiscal year 
28 723 
’ aa 


Units under annual contribution contracts, awaiting construction 
starts, June 30, 1955 57, 740 
Add annual contribution contracts during fiscal year 1956 45, 000 


Total units available for construction 102, 740 
Less number of units on which construction is to be started during 
fiscal year 1956 25, 000 


Units under annual contribution contracts, awaiting construction 

starts, June 30, 1956_- 77, 740 
Less estimated number of units on which construction is to be started 

during fiscal year 1957 35, 000 


Units under annual contribution contracts, awaiting construction 
starts, June 30, 1957__ 42, 740 

1 Includes 279 units reactivated and 842 units authorized by the Housing Act of 1954 and placed under 
contract during July 1955, pursuant to a 1-month extension granted by the Congress. 

2 This figure exceeds by 392 the number of construction starts which can be derived from the published 
statistical series on units ‘‘placed under construction.’’ More recent data show that 140 units included in 
the published statistical total for ‘‘placed under construction,” as of June 30, 1954, were actually placed under 
construction in the 1955 fiscal year. The remaining 252 units represent a Public Law 412 project included 
in the June 30, 1954 statistical total for ‘‘placed under costruction.”’ 


In addition to construction starts of 25,000 units in 1956, it is estimated that 
17,000 units will be completed for occupancy. In the absence of legislative 
authorization, the estimates for 1957 do not provide for any new annual contri- 
bution contracts to be entered into. It is anticipated that 35,000 units will 
commence construction in 1957 and that 23,000 units will be completed for 
occupancy. 


2. Management activity—Number of units in management at year end 





1955 actual | 1956 estimate | 1957 estimate 


| 


Locally owned: | 
PIPED ED tien och satiicatmsuce sd i i ead 184, 103 | 201, 103 224, 103 
Public Law 412_____-- ‘ .. : 116, 502 | 117, 111 | 117, lil 
Public Law 671-.----- a ; : 46, 029 | 47, 951 47, 951 
PW Micke atinddds ane 11, 667 | 12, 568 12, 568 
Farm labor camps bebbes beable wkbbenenskeenat 8, 571 | 8, 571 8, 571 
War housing transferred to Jow-rent use__..._..-_-___- 22, 419 | 24, 419 24, 419 


Subtotal i pow ckus ucts Ate 389, 291 | 411, 723 434, 723 





Federally owned: 
Public Law 412 7 na : : PE ee eG eas 
Public Law 671. -.._..------ . 3, 331 | 1, 409 
IR ic cus. cobhed peakachgusen ane : 9, 774 | 8, 873 
Farm labor camps. ................. ns 466 | 466 


Subtotal _- 


Meera ce bere 7 - | , 2: 445, 471 





As indicated in the above tabulation the number of federally owned housing 
units in management is relatively small. The great bulk of the low-rent housing 
program consists of locally owned projects managed by local authorities. Thes¢ 
continue to increase in number. 

In the management of projects the local authority has the responsibility for 
operating a business type real-estate development, as well as for meeting the 
problems of housing low-income tenants. The dwellings are rented to low-income 
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families at rents scaled to what the individual family can pay. The local authority 
must conform to basic legislation, contractual provisions, and Federal regulations 
such as eligibility of tenants, rent-income ratios, standards of physical operation 
and maintenance, and accounting practices. 

There are now approximately 900 local authorities in existence throughout the 
Nation. On March 31, 1955, the largest number of local authorities, 665, were 
concerned solely with active low-rent housing,programs. An additional 141 
local authorities had their interest confined to reservations under the low-rent 
housing program. Some 68 authorities were interested in both low-rent and non- 
jow-rent projects. This left only 26 local authorities interested exclusively in 
non-low-rent projects. 

The Public Housing Administration reviews management operations of the 
local authorities, approves operating budgets, and audits books and records to 
assure compliance with the law and the economical operation of the projects. 

Annual Federal contributions are made, where necessary, to meet level debt 
service payments. In addition, the local government contributes to achieving 
low rents by providing tax exemption and furnishing municipal services. 


ANNUAL CONTRIBUTIONS 
LACK OF AUTHORIZATION FOR NEW UNITS IN FISCAL 1957 


Mr. Tuomas. Is there any request in your budget this year for any 
number of units? There is no authorization for fiscal 1957, is there? 

Mr. Stusser. No. 

Mr. Tuomas. There is a pretty good table in here some place 
showing the complete status of this matter. 

Mr. Rurrner. Page 13. And there is another on pages 16 and 17. 

Mr. Tuomas. Give us a picture briefly of the status of this annual 
contribution. In the first place, there is no authorization for any new 
units for the fiscal year 1957? 

Mr. Stussrer. That is correct. 

Mr. Tuomas. The President indicated in his budget message that 
he would request authorization for how many units? 

Mr. Stusser. 35,000 a year for 2 years. 

Mr. THomas. What was the authorization for fiscal 1956? 

Mr. Stusser. 45,000 units. 

Mr. Tuomas. For only that 1 year? 

Mr. Sutusser. Only 1 year. 

Mr. Tuomas. Are there any limitations on it? 

Mr. Sutusser. No. It expires July 31, 1956. 

Mr. Tuomas. There were some limitations repealed in the enactment 
of those 45,000 units. What were those limitations? In other words, 
heretofore you required certification from State agencies before any 
of these units were built that they were needed. That provision was 
repealed. 

Mr. Stusser. That was repealed, but we have, by administrative 
requirement, required reaffirmation by the local governing body of 
each community as to whether or not the units are needed. 


NUMBER OF UNITS AUTHORIZED AND CONSTRUCTED 


Mr. Tuomas. How many units were authorized for 1955? 

Mr. StusseEr. 35,000. 

Mr. Tuomas. And how many for 1954? 

Mr. Suusser. In 1954 there was no authorization for annual 
contributions. 

Mr. Tuomas. In 1954 there were no new starts? 

Mr. Stusser. That is right. 
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Mr. Tuomas. In 1955 how many were authorized? 

Mr. StussEer. 35,000. 

Mr. Tuomas. In 1956? 

Mr. Stusser. 45,000. 

Mr. Tuomas. And for 1957 none authorized yet? 

Mr. Siusser. That is right. 

Mr. Tuomas. And none for 1954? 

Mr. Stusser. No annual contribution contracts were authorized. 
We could construct 20,000 units. 

M1. THomas. How many were actually constructed? 

Mr. Stusser. 19,900 and something. 

Mr. Tuomas. In round figures 20,000? 

Mr. Siusser. Yes. 

Mr. Tuomas. Did you have authorization to start in 1954 more 
than 20,000? 

Mr. Stusser. No, sir. 

Mr. Tuomas. That was all you had left? 

Mr. Stusser. No. That was part of the backlog of the 1949 act. 

Mr. Tuomas. At the beginning of 1954 what was your total author- 
ization including backlog? 

Mr. Stusser. Approximately 55,000. 

Mr. Tuomas. And you started 20,000? 

Mr. Sutusser. Yes. 

Mr. Wooten. There is a good table on that on page 7. 

Mr. Tuomas. That has been put in the record. That was the one 

was looking for. 

For 1955 how many did you actually start? 

Mr. RuFrner. 8,723. 

Mr. THomas. Why not more than that? You had authorized 
35,000 units and you had a backlog of maybe 35,000, about 70,000. 
Why did you start only 8,723? 

Mr. Rurrner. That was the year we were tied to the urban renewal 
program and the backlog was principally in slum areas and the com- 
munities had not gotten started with them and it slowed down our 
starts. 

Mr. Tuomas. You had to have certifications from the communities 
and they were not forthcoming immediately because of the proposed 
urban renewal authorization? 

Mr. Stusser. After the 1954 act the applications poured in at the 
end of the year. 

Mr. Tuomas. How many actual starts will you make in 1956? 

Mr. Stusser. We anticipate we will get 25,000. 

Mr. Tuomas. Get 25,000 under way? 

Mr. Stusser. Yes. We are picking up now. 

Mr. Tuomas. Why only 25,000 units? You had an authorization 
of 45,000 and a backlog of 70,000 more, a total of 115,000 units, and 
you say you started 25,000. 

Mr. Stusser. We anticipate we will get 25,000 construction starts 
this year. 

Mr. Tuomas. And what is your total authorization, backlog and 
so on? 

Mr. Stusser. 102,740. 

Mr. Tuomas. And you started 25,000 of them? 

Mr. Stusser. Yes. 
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Mr. Tuomas. Why only 25,000? 

Mr. Wooten. I think that is a little misleading. The units we 
had under contract in the beginning of the year was only 57,000, 
and those under the new legislation, 45,000, could not be ready for 
construction this year. 

Mr. Tuomas. But you only put in 25,000. Why? 

Mr. Stusser. Because the communities were not ready to go ahead. 
After we had screened them out, we had 32,000. Of those, 28,000 
were in slum areas and it was difficult for the cities to get started with 
them. 

Mr. Tuoomas. Your statement is in direct conflict with that of 
your associate. He said you had 57,000 under contract. 

Mr. Stusser. That included the 30,000 we put under contract last 
year. 

Mr. Wooren. That is correct. 

Mr. Yates. At the time that this occurred in 1954, were there not 
additional amendments added to the law which required the municipal- 
ities to meet additional requirements in order to qualify? 

Mr. Stusser. The 1954 act stated that we could not enter into 
construction starts and under contract unless there was a title I 
program being carried out in the community. That means we had 
to have a title I program up to a certain stage, and there was a dis- 
pute as to what the Wolcott bill language meant. That slowed us 
down very much. We did not start until January. 

Mr. Yates. And that resulted in additional attrition, too? 

Mr. Stussmer. Yes. 


JUSTIFICATION DATA 


Mr. Tuomas. We will insert in the record at this point pages 10, 
11, 12, and the table on page 13. 
(The material referred to follows:) 


3. Annual contribution requirements 


(a) Background.—At the time of the execution of the annual contribution con- 
tract an estimate is made of the total development cost of the project. This 
constitutes the maximum development cost. Also established is a contractual 
contribution rate equal to the going Federal rate of interest plus 2 percent. This 
constitutes the maximum contribution rate. 

Until suc h time as the project is permanently financed, the PHA considers itself 
committed to pay an amount which is computed by applying the maximum con- 
tribution rate to the latest revised estimate of the total development cost. This 
amount constitutes the maximum contribution. It represents the theoretical 
maximum amount which the PHA will ever be called upon to pay, based on the 
most recent estimate of development cost. 

The fixed contribution comes into being in the following manner: When the 
project is permanently financed, bonds are issued in a principal amount equal to 
the minimum development cost. This figure represents the known development 
cost at the time the bonds are issued. The level debt service (the uniform 
amount required annually to pay principal and interest on the bonds) can then 
be calculated. 

Subsequent to the issue of bonds, an upward revision of the minimum develop- 
ment cost may prove necessary. This additional development cost, like the 
bond issue, has to be taken into consideration in determining debt service. The 
added debt service is determined by multiplying the additional development cost 
by the maximum contribution rate. The resulting amount is then added to the 
amount of the level debt service to produce the fixed contribution. This will 
always be an amount sufficient to service the bonds and whatever additional obli- 
gations are incurred to finance the additional development cost. In simplest 
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terms, the fixed contribution is the maximum amount that the PHA is committed 
to pay each year to service all debt incurred to meet the total development cost 
of the project. 

The fixed contribution serves a threefold purpose. First, it assures the provi- 
sion of housing for families of low-income because the average rent theoretically 
can be as low as operating expenses, including utilities supplied to tenants but 
excluding debt service, inasmuch as the fixed contribution is sufficient to cover 
this latter cost. Second, it enables the local authority to market its tax-exempt 
bonds with a level debt service covered by an unconditional pledge of Federal 
annual contributions. Third, the resulting favorable interest rates minimize 
the cost to the Federal Government of subsidizing low-rent housing. Chiefly 
because of these low interest rates, the fixed contribution is in general substantially 
less than the maximum contribution. 

In practice, the full amount of the fixed contribution is not generally required 
because, in determining the amount to be paid each year, there are four factors 
which are capable of reducing the amount of the annual contribution. 

By far the most important factor is residual receipts, representing the excess 
of operating receipts over operating expenses. All of this excess is available to 
reduce the annual contribution throughout the period covered by permanent 
financing. 

The other three factors are of a temporary character and usually operate to 
reduce only the first or second annual contribution payments. These three 
factors are accrued interest, capitalized interest, and residual receipts at the end 
of the initial operating period. 

Before offering the first issue of bonds for sale, the local authority establishes 
an “as of’ date for the determination of the first annual contribution payment. 
The 12-month period ending with that date becomes the project fiscal year. 
The first annual contribution is payable either 344, 4%, or 5% months after that 
date, as the local authority may determine with the approval of PHA. The 
first issue of bonds is then dated 17 months and 14 days prior to the first annual 
contribution date. Not until 2 years after the bond date do the bonds with the 
earliest maturities fall due, so that the first annual contribution payment is 
always made in time to meet the initial amortization requirements. 

(b) The annual contribution estimate.—The estimate of the appropriation for 
annual contributions has been prepared on the basis of a_ project-by-project 
analysis. A determination of the projects which will be eligible for annual con- 
tributions is made by (1) identifying the projects eligible in 1955, (2) identifying 
the projects already permanently financed but not eligible in 1955 and determining 
the contribution date fixed by the bond resolution, and (3) developing a schedule 
of permanent financing on a project-by-project basis and thereby establishing 
the dates which determine projects becoming eligible in 1956 and 1957. 

For the projects thus determined to be eligible for annual contributions in 
1956 and 1957, estimates are developed on the basis of the latest approved develop- 
ment cost, progress status and projections, actual and scheduled financing dates, 
and approved operating budgets where available. Where operating budgets are 
not available for some of the newer projects, residual receipts are estimated. 

The 1956 budget estimate of the Public Housing Administration for annual 
contribution requirements, included in the budget of the United States, amounted 
to $87 million. This same amount was included in the appropriation request 
submitted to the Congress which then appropriated $81,750,000. Subsequent 
experience has reduced the estimated contribution requirements for 1956 to 
$84,500,000. The difference between this revised estimate and the appropria- 
tion is $2,750,000, representing the indicated need for a supplemental appropria- 
tion for 1956. 

The determination of the annual contribution requirements for all eligible 
locally owned projects, together with the determination of the annual contribu- 
tion appropriation, is shown in the table which immediately follows. 





1185 


Summary of annual contribution requirements—All locally owned projects eligibl 
annual contributions 


actual | 1956 estimate 


Number of units. _- ; e 304, 383 351, 294 


Fixed contribution for projects eligible for payment $91, 133, 962 | $109, 900, 000 $123, 100, 000 
Less excess of maximum over debt service for Public Law 671 
projects in temporary financing - - - -- 723, 715 564, 767 28, 319 


Net fixed contribution- : 90, , 247 109, 335, 233 123, 071, 681 


Less amounts available for reduction of annual contribution 
payment: 
Accrued interest . 2, 195, 639 2, 810, 35 
Capitalized interest 3, 028, 414 | 1, 767, 036 
Residual receipts as of end of the initial operating period , 389, 151 649, 647 
Residual receipts - -- -- , 204, 106 19, 608, 200 


Subtotal i ss wisi 23, 817, 310 24, 835, 23: 7. O71 


Annual contribution requirements 6, 592, 937 84, 500, 96, 000, 
Adjustment for 1954 annual contributions payable in 1955_-_-_- , 168, 992 


Annual contributions or estimate _-__....-..--- ; ! 67, 761, 929 , 500, 96, 000, 


1 The appropriation of $68,050,000 exceeded actual requirements by $288,071 


Mr. THomas. Your request for annual contributions for 1957 is 
$96 million to take care of how many units? 375,000? 

Mr. Rurrner. Yes. 

Mr. THomas. How does that number jibe with your first table? 

Mr. Wooten. It is less because some are not permanently financed 
or otherwise not eligible for contributions. 

Mr. Tuomas. In your table on page 3 you show 445,471 —_ ible 
for occupancy in 1957, aud 422,471 available for occupancy in 1956. 

Mr. Rurrner. The figures on page 3 showing the uaiioe of units 
available for occupancy include units transferred from a previous 
program, projects built with appropriated funds which have been 
transferred to low-rent projects. Since they were built with appro- 
priated funds they do not require annual contributions. Rather 
they pay the residual receipts into the Government. 

Mr. Tuomas. What was your explanation? 

Mr. Rurrner. The data showing total number of units available 
for occupancy includes projects built under earlier programs and paid 
for with appropriated funds. Therefore, they do not involve payment 
of annual contributions. Instead, those projects pay the residual 
receipts for operation of the project to the Government. 

Mr. Tuomas. That is a difference of 45,000 to 50,000 units? 

Mr. Rurrner. That is right. 


ANNUAL CONTRIBUTIONS FOR FISCAL YEAR 1956 


Mr. Tuomas. What was that figure for 1956, $84,500,000 plus 
deficiency of $2,500,000? 

Mr. Wooren. $84,500,000 will include the deficiency. 

Mr. THomas. What was the amount appropriated? 

Mr. Rurrner. $81,750,000. 

Mr. Tuomas. This figure of $84,500,000 includes a deficiency of 

2,750,000. May I give a brief summary on that. Your original 
ae of annual contributions for fiscal 1956 was $87 million. We 
appropriated $81,750,000. Meantime, you changed the policy on the 
accumulation of reserves and that reduced the estimate by $1.7 million 


2350—_56—pt. 2 15 
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and apparently residual receipts will increase by about $800,000, 
making the difference between the original estimates and current 
estimates. 


NONADMINISTRATIVE EXPENSE LIMITATION ON Low Rent Howusine 
PRoGRAM 


Please insert in the record at this point pages 27 and 28. 
(Pages referred to follow:) 


4. Nonadministrative expense limitation 

These expenses cover the operation and maintenance expenses of seven directly 
operated low-rent projects, as well as the cost of maintaining site-inspection oper- 
ations during the construction of new low-rent projects. More specifically, the 
expenses subject to limitation are as follows: 

(a) Management, utilities, repair, maintenance, and all other operating ex- 
penses of 7 projects (2,437 units) operated by the PHA. 

(b) Salary, travel, and miscellaneous expenses of the site-inspection staff em- 
ployed by the PHA to check on the construction of low-rent projects at various 
stages. 

It is proposed that the low-rent public-housing program limitation be estab- 
lished at $3 million in 1957 for the following reasons: 

(a) As of June 30, 1955, there were 7 projects of 2,437 units which were oper- 
ate directly by the PHA. Of these projects, 5 were built during the late 1930’s 
under the PWA and 1 is a farm-labor camp which was transferred from the De- 
partment of Agriculture in 1950. The other is a Public Law 671 project built 
during the war. While the operating expenses of the farm labor camp remain 
fairly constant, the expenses of the other projects show an increase from year to 
year. These increases can generally be attributed to the age of the projects— 
in most cases 18 years—thus requiring replacement of ranges, refrigerators, and 
other necessary equipment which is beyond economical repair. In addition, such 
major repairs as ground restoration, roof replacements, repairs to roof copings and 
flashings, and repairing of leaky walls are projected for 1956 and 1957. 

(b) The site inspection staff for new low-rent projects under development is 
essential for the protection of the Federal Government’s interest during the con- 
struction period. The cost of the site inspections is met by fees collected from 
local authorities. These fees are available only for this purpose and may not be 
applied to any other expenses. It has been demonstrated that proper quality 
and sufficient scope of inspections result in an ultimate saving in the develooment 
cost of projects. 

An enumeration of items and amounts which are included in, as well as those 
which are excluded from, the nonadministrative expense limitation is given below: 


Items included in the nonadministrative expense limitation 
(a) BY PURPOSE OF EXPENSE 


1955 actual | 1956 estimate | 1957 estimate 


Operating expenses, directly operated projects_-----.....-- i 1 $676, 502 $803, 300 $890, 000 
Inspection of projects under construction 778, 234 1, 016, 700 2, 110, 000 


1, 454, 736 1, 820, 000 | 3, 000, 000 


(6) BY OBJECT OF EXPENSE 


POI EVIE oe oe Sinise cca ccnsccddsccdicocieccs..i] “RD $1, 255, 700 $2, 309, 000 
Travel : | 33, 598 37,000 | 69, 200 
Transportation of things_-_- sethtdudladde , 2, 205 2,100 | 2, 400 
Communication services. ---.- 2, 879 3, 200 3, 500) 
Rents and utility services___----- sak ape oat 242, 770 245, 100 245, 100 
Other contractual services - - ii ; ee 25, 933 54, 100 63, 000 
Supplies and materials_..........--.-- . 80, 196 143, 400 222, 000 
Equipment 3 be Dehn aate cla nl oe eae eee 1, 593 7, 000 7, 900 
Taxes and assessments -- Seem 58, 939 70, 400 75, 900 
FICA tax payments- --- - 1,614 2, 000 2, 000 
1, 454, 736 1, 820, 000 3, 000, 000 


1 Includes $1,620 disposition expenses and $2,093 capitalized expenditures for replacement of equipment. 
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FEDERALLY OWNED AND OPERATED PROJECTS 


Mr. Tuomas. It is proposed that the low-rent public-housing 
program limitation be established at $3 million in 1957 for the follow- 
ing reasons: These expenses cover the opertion and maintenance 
expense of seven projects. They are low-rent projects, directly 
operated by PHA. They cover management, utilities, repair, main- 
tenance, et cetera. The7 projects contain 2,437 units. Where abouts 
are they? Where are they located? 

Mr. Stusser. Enid, Okla. 

Mr. THomas. How many? 

Mr. Stusser. Eighty units. Oklahoma City, 354 units. 

Mr. Tuomas. All right. 

Mr. Stusser. Lackawanna, N. Y., 271; Indianapolis, 748; Minne- 
apolis, 464; Bridgeport, Conn., 324. 

Mr. Tuomas. How and when did you acquire these properties? 
What is the title? I do not find it in the justification. 

Mr. Puiuuips. There is one more. 

Mr. Stusser. Thornton, Calif., farm-labor camp, 146 units. 

Mr. Yates. Where is Thornton? 

Mr. Puiuurpes. If I remember it, it would be south of Livermore. 


BASIS FOR PHA OPERATION OF PROJECTS 


Mr. Tuomas. You acquired that one from Agriculture? 

Mr. Stusser. Yes, from the Department of Agriculture. 

Mr. Tuomas. What about the others? 

Mr. Wooren. Five of the others are PWA projects built by the 
Government back in the early thirties and were transferred to the 


Public Housing Administration under the USHA Act. 

Mr. THomas. How long have you had these properties? 

Mr. Stusser. Since that time. In Enid and Oklahoma City, the 
State has no enabling legislation to establish local housing authorities 
so we actually have no one to transfer them to. 

In Lacawanna we took that over because of the operations up there 
and we will return that to the local authorities when we get over the 
difficulties. We have problems there. 

Indianapolis, there is a lawsuit pending over a low-rent program 
they initiated and then canceled, and up to ‘this point we have not been 
able to reach agreement of settlement on expenses the Government 
paid there. We have delayed transferring authority there until we 
can get the suit settled. 

In Minneapolis the State law precludes the local authority from 
accepting the transfer. Bridgeport, that again was leased to the 
local housing authority and we took that over in the best public interest 
and will return it as quick as our difficulties are overcome. 

Mr. Puitures. How about California? 

Mr. Stusser. The local authority refused to accept transfer. 

Mr. Puiturps. That is one of the first labor camps, if I identify it 
properly, and I would think a good idea would be to tear it down if 
it is in the condition that 20 years suggests to me. 

Mr. Stusser. I have recommended that all farm labor camps be 
transferred to local authorities and we get out of the business. That 
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was in last year but wasn’t enacted and this year we are trying to get 
it in again. 
Mr. Tuomas. How long did you say you had had these properties? 
Mr. Suusser. Historically, I don’t know. 


DIFFICULTY IN DISPOSITION OF PROJECTS 


Mr. Tuomas. Why can’t you get rid of them? You have had 
them at least 10 or 12 years. 

Mr. Stusser. Some we have no place to get rid of without selling 
them outright to private interests. 

Mr. Tuomas. Is there a law against that? 

Mr. Situsser. Three projects here, are affected by State law so 
that local public agencies may not accept them. 

Mr. Tuomas. Is there any law against your selling them? What 
is your plan for the future? Will you operate them indefinitely? 

Mr. Stusser. Either that or get proper legislation within the 
State to accept transfer. 

Mr. Tuomas. Is there any law against selling them and getting a 
little cash out of them and returning something to the Treasury? 

Mr. Stussrer. There is the opposition of the local community. 

Mr. Putiurps. How about the physical condition of some of the 
camps and also the streets as related to the city plans? In other 
words, if you sell them to private owners, the private owners find 
themselves in a position of not being accepted by the city because 
their streets are not in accordance with the master city plan or they 
do not have proper sewage or water or electricity and the city will 
not service them because of city laws, and the person will not buy it 
because he cannot get water and utilities. 

Mr. Tuomas. It is a vicious circle. It might be helpful to put it 
in the record. 

Mr. Puiuurpes. Your question is very good because I think it might 
require legislation of some kind, or even authority to tear them down. 

Mr. THomas. What is your plan? , 

Mr. Stusser. You are speaking of farm labor camps? 

Mr. Putuurrs. Both kinds. If we do not have authority to tea 
them down we would probably have to have authority to tear dees 
some of the houses to widen streets or make them in accord with 
city plans. 

Mr. Tuomas. They set out these seven projects they operate, 
2,437 units, and I am just wondering if that is the entire amount that 
you operate. 

Mr. Rurrner. That is the entire amount we do operate. There 
are a few other units which are leased to local housing authorities. 

Mr. Tuomas. But you have operated these projects from the time 
vou have had them as I understand it. 

Mr. Stusser. I don’t know, but I would say that is true. 

Mr. Tuomas. This is the first time you have set out these seven 
projects in a specific classification. Heretofore they have been in- 
termingled with your other projects. What are your plans for these 
projects? You have these set up by themselves apparently under 
the theory that you are stymied with them. 

Mr. StussEr. Two of them, Lackawanna and Bridgeport, I believe 
we can transfer back to the local authorities as soon as the breach 
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has been healed. I am not familiar with the status of the one at 
Bridgeport; I know there was some difficulty there. The one at 
Lackawanna I am familiar with. 

Mr. Tuomas. Why did the people at Lackawanna and Bridgeport 
transfer these to you? Was the expense of operation too much? 

Mr. Stusser. We took them over because of the activities around 
the program. ‘They were misused for the purpose. 

Mr. Tuomas. How do you mean? 

Mr. Stusser. Mismanagement of the property; not used for the 
purpose intended. 

We could not heal our difficulties at Lackawanna. We took over 
the project ourselves and are restoring it. 

Mr. THomas. What did they use the property for? 

Mr. Sutusser. For higher income people and it was involved in a 
political hassel at Lackawanna. 

Mr. THomas. Are you taking a licking financially on all these 
properties in the way of maintenance and operation versus income, 
not talking about interest or amortization because that is beyond, I 
would imagine. 

Mr. Stusser. No, sir. 

Mr. Wooren. They return a net return to the Government if you 
do not include provision for amortization. 

Mr. Puruurps. I am sure all the others would be, but I am not sure 
about California. 

Mr. Sutusser. I am not talking about farm labor camps. 

Mr. Tuomas. Does the table on page 29 cover just these 7 projects 
with 2,400 units? 

Mr. Rurrner. Yes. This item includes all financial transactions 


related to the liquidating emergency housing program on page 29. 


INCOME AND EXPENSE OF FEDERALLY OWNED AND OPERATED PROJECTS 


Mr. Tuomas. Where is the table setting up acquisition cost, obli- 
gations, amount of money it takes to operate these seven properties? 

Mr. Rurrner. The table on page 30 gives the total income and 
operating expense for these. 

Mr. Tuomas. This is your limitation on your seven projects, is it 
not? 

Mr. Rurrner. Page 28 we have the limitation on the seven projects 
and on the construction and inspection force. 

Mr. Tuomas. Where is the table dealing with the acquisition cost? 

Mr. Rurrner. | don’t have a table on the acquisition cost of these 
seven. 

Mr. Tuomas. Where is your income and outgo on these seven 
projects? 

Mr. Rurrner. Page 30 is income and outgo. 

Mr. Puituips. Losing a half million a year? 

Mr. Wooten. The last line is the amount paid back to the Gov- 
ernment. 

Mr. Tuomas. This is the seven federally operated projects? 

Mr. Rurrner. Yes. 

Mr. Tuomas. Insert this page in the record, page 30. 

(Page referred to follows:) 
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Low-REnT Pustic Hovusinac PRoGRAM 


Statement of project income, expense, and residual receipts—all federally owned and 
operated projects 


1955 actual | 1956 estimate | 1957 estimate 


| 


| PUM! Amount | PUM Amount 


Operating receipts: 
Rental income $35. 80 | | $1, 046, 931 | $35.12 | $1, =. 000 | $35.12 | $1,027,000 
fo ee ‘ 31 | 31 | 9, 000 


| 


_ 36. 11 | 1 055, 888 | 35. ~ i 06, 000 | a... 43 | 
Operating expenditures: | 
Management expense. ___......._.-.-- 3. 78 | i: - | . 113, 500 | 4.06 | 118, 700 
Operating services | 1.83 178 | ’ | 59, 200 2.03 59, 400 
Utilities ___ | 9.10 | 266, 178 : 264,900 | 8.97 262, 300 
Repairs, maintenance, and replace- | 
ments.--_.- | 68.75 168, 172 | : | 277,500 | 12.17 356, 000 
Payments in lieu of taxes- bagees 1, 96 57, 219 | : 70,400 | 2.60 75, 900 
Collection losses... __. 15 | 4,459| . 6,300) 6, 600 
Other operating expenses 15. 942 | : 16, 000 ; 15, 900 





WE Godieuike kiochatl Ses 575, 97! .6 807, 800 | ‘ 894, 800 
Provision for operating reserve. | . . 08 . , —75, 200 
Operating improvements. ~ 
Nonoperating expenses 


Total expenses | 23.21 | 678, 704 | 27. 61 








Residual receipts before adjustments 12. 90 377, 184 7. 82 
Less prior year adjustments___- |} —.11 et 
Residual receipts 13.01 | 380, 326 7. 82 
Number of projects at year end 7 
Number of units at year end 2, 437 2, 437 
Average number of units..............---- 2, 437 2, 437 
i 











ACQUISITION COST OF FEDERALLY OWNED AND OPERATED PROJECTS 


Mr. Tuomas. What is your acquisition cost of the seven projects? 

Mr. Stusser. We have furnished that for the record. 

Mr. Tuomas. This only deals with income and expense of your 
seven? You do not know the acquisition cost? 

Mr. Rurrner. No, sir. May I insert that in the record? 

Mr. Tuomas. Surely. 

(Information referred to is as follows:) 


' 


Acquisition cost of federally owned and operated projects as of Dec. 31, 1956 


Acquisition 
cost 


Location | Project No. 


Thornton, Calif =< $303, 007. 53 
SRI EM lS 2, £505 oe nce en bbe bebbbiboodieesabocloash NN 1, 207, 687 33 
Lackawanna, N. TY 1, 570, 160. 45 
I ek ono 2 7 a kpeeaermib obedience maar amanieaeiog eae | OKL ae 1-1 554, 524. 76 
Oklahoma ROIs ROOD... unnidndcndconpent peng ob beiinahiddiicnineanped bews | OKLA-2-1_..._...] 1, 950, 439. 70 
Minneapolis, Minn ) v2 3, 376, 644. 17 
Indianapolis, Ind | I) 3, 355, 844. 37 


conte eae 2, 318, 308. 31 


1 Bridgeport, CON N-1-3, was sold Nov. 21, 1955. 
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COST OF OPERATION OF FEDERALLY OWNED PROJECTS 


Mr. THomas. How many people do you have working on this? 

Mr. Rurrner. I believe I have that table. 

Mr. Tuomas. How many people do you have working under the 
$3 million limitation? Is it 35 man-years, about 40 pe ople, or what? 

Mr. Rurrner. I don’t have that. The table I have here shows 
total employment. 

Mr. Tuomas. You have salary expense here. 

Mr. Rurrner. That is right. 

Mr. Tuomas. Operating expenses, directly operated projects, 
$890,000. How many people does that involve? You also have 
inspection of projects under construction at a cost of $2.11 million. 

Mr. Purturps. About 21 people? 

Mr. Rurrner. Line 2 does not relate to these seven projects. 
Line 2 relates to the construction inspectors in all low-rent programs. 
That is the construction engineers. 

Mr. Puiturps. What is it doing commingled with your seven proj- 
ects? 

Mr. Rurrner. The 2 items are paid out of the low-reni revolving 
fund, and the 2 are included in the limitation which I will place——— 

Mr. Puruurps. Is this the limitation on your revolving fund for 


administrative expenses? This is nonadministrative 


Mr. Rurrner. This is limitation on our revolving fund or direct 
project expenses. 

Mr. Tuomas. That is what the Administrator’s office delegated - 
back to you people? 

Mr. Rurrner. Not this fund. This is the low-rent public -housing 


program. 

Mr. Wooren. There is some confusion I think I can clear up: We 
have two nonadministrative expense limitations. There is the one 
vou just referred to, the revolving fund or liquidating program. And 
the one we are looking at at the moment is the nonadministrative 
expense limitation on the amount that may be expended from receipts 
for the low-rent program. In turn that involves two major types of 
activities. 

Mr. Tuomas. The only receipts you get from the low-rent program 
is from the ones you operate yourselves. You do not operate the 
others? 

Mr. Wooren. I was going to explain that under this nonadmin- 
istrative expense limitation is involved two types of activity. One 
is the management of these 7 projects—and that is the figure of 
$890,000—but by far the larger part of this nonadministrative expense 
limitation is applicable to the staffing at the sites, as inspectors during 
the construction of the project, of Government representatives who 
inspect the construction and look after the Government’s interest. 
By legislation under a provision that is included in the language some 
vears back, that expense is reimbursable. That is charge on a fee 
basis to local authorities. 

The major part of this fund, $2,110,000 represents this inspection 
cost which is reimbursed to us. We bill for that expense, and this 
does not require appropriation but rather requires authorization 
from the Congress to use those receipts to provide that inspection 
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service to protect the Government’s interest during construction of 
the projects. 

Mr. Tuomas. What is your total nonadministrative expense and 
your administrative expense for these 2,400 units? 

Mr. Wooren. The expense for 2,400 units is $890,000 in 1957. 
That is nonadministrative expense. 

Mr. Tuomas. What is that? 

Mr. Wooren. $890,000. 

Mr. Tuomas. That is salaries? 

Mr. Wooren. That is salaries and other objects of expense. 

Mr. Tuomas. That is nonadministrative expense. What is your 
administrative expense? 

Mr. Rurrner. We do not have a separate breakdown of admin- 
istrative expense applicable to these seven projects. These projects 
are all administered by the regular PHA staff. 

Mr. Tuomas. What do these seven projects cost you here? Go back 
to your table on page 30 and see if we can dig it out. 

Mr. Rurrner. For fiscal 1957 our estimate is $894,000 for the 
operating expenses. Our estimates of operating receipts during that 
year is $1,036,000. 

Mr. Tuomas. Operating rental income for 1957 is $1,036,000? 

Mr. Rurrner. Yes. 

Mr. Tuomas. Is that gross, net or what? 

Mr. Rurrner. That is gross. 

Mr. Tuomas. What does that figure out for two-bedroom units per 
each? What is your rental? 

Mr. Rurrner. I don’t have that. 

Mr. Tuomas. Do you furnish utilities? 

Mr. Stusser. I would say this figure is correct. 

Mr. Tuomas. Does this come under subsidized rents? 

Mr. Stusser. There is no subsidy. 

Mr. Tuomas. There is no subsidy involved. What are you sup- 
posed to get? A commercial or economic rent? 

Mr. Wooren. This has the same rental scale as the projects that 
are assisted by a contribution. The difference is that in this case it 
requires no contribution because they were constructed with appro- 
priated funds. 

Mr. Tuomas. It is the same rental scale as a subsidized one? 

Mr. Wooten. That is correct. 

Mr. Stusser. They are operated as low-income properties. 

Mr. Tuomas. Here is your operating expense: Management ex- 
pense, operating expense, utilities, repair, maintenance, payment in 
lieu of taxes, collection costs, other operating expense. What is the 
total? 

Mr. Rurrner. $894,000. 

Mr. Tuomas. You get a net of $209,900. What happens to that? 

Mr. Rurrner. That money comes into the corporate fund and 
ultimately goes into the Treasury. 

Mr. Tuomas. What is this p. u. m.? 

Mr. Stusser. Per unit month. 

Mr. Tuomas. Number of units is 2,437. You get an income of 
$1,027,000. How much is that per unit? 

Mr. RuFrner. $35.43. 
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Mr. Tuomas. How much of this expense of $894,000 is for salaries? 
You have management service, $118,700. What does that mean? 
You have operating service, $59,400. Payment in lieu of taxes is 
$75,900. Repairs is $356,000; utilities is $262,300. You mean you 
give a net rent, you furnish utilities and everything for $35? That is 
a subsidized rent price? 

Mr. Rurrner. That is correct. 

Mr. Tuomas. What do you intend to do with these houses? 

Mr. Stusser. If there is a way of getting rid of them we would be 
happy to get rid of them. We would like to get out of the operating 
business. 

Mr. Tuomas. You have operated them at least 8 or 10 years now. 

Mr. Stusser. Longer than that; back in the thirties. 

Mr. Tuomas. Have you requested legislation to enable you to get 
out of the business? 

Mr. Stusser. I don’t think we require it if we can find a method of 
disposing of them on a local level. 

Mr. Tuomas. You ought to be able to find it in 10 or 11 years if 
you really want to get rid of them. If you cannot find the answer in 
10 or 11 years, I do not know what the answer is, other than it looks 
like you are stuck. Is that it? Have you requested any legislation? 

Mr. Stusser. Not since I have been here. I know nothing of the 
opinions of the past Commissioners but I don’t know what we will do 
for example, in the case of Oklahoma and Minneapolis. 

Mr. THomas. Why do you want the limitation increased? 

Mr. Rurrner. For the operation of these 7 projects the increase 
is from $803,300 to $890,000 and the basic reason for the increase 
is higher repair, maintenance, and replacement cost because they are 
older and more expensive to maintain. 


iNSPECTION OF PROJECTS UNDER CONSTRUCTION 


Mr. Tuomas. What about the other $2,110,000? 

Mr. Rurrner. That is the increase in the construction inspectors 
schedule. 

Mr. Tuomas. Project site? 

Mr. Rurrner. Yes. 

Mr. Stusser. That is new construction of low-income housing. 

Mr. Tuomas. The local housing authority is supposed to pay for 
that. 

Mr. SitussEer. We take that out of the estimated cost of the pro- 
gram. It is reimbursable. 


LIQUIDATING EMERGENCY Hovusinc PRoGRAM 


Mr. Tuomas. Please put pages 36, 37, and 38 in the record at 
this point. 
(Pages referred to follow:) 


INTRODUCTION 


The Independent Offices Appropriation Act, 1955 (68 Stat. 295), established 
in the Office of the Administrator, Housing and Home Finance Agency, a revolving 
fund for certain liquidating programs, including the following: 
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Public war housing 


Public war housing was constructed under the Lanham Act (54 Stat. 1125). 
It originally consisted of permanent and temporary units authorized under the 
Lanham Act, as amended, and built with appropriated funds to provide necessary 
accommodations for war workers during World War II. 

At the commencement of the Lanham program, the bulk of the housing pro- 
vided was of permanent character. As the emergency became more acute and 
housing materials became less available, and as geographic shifts in needs devel- 
oped, more and more reliance was placed on temporary construction. Most of 
the permanent housing consisted of family units. The bulk of the temporary 
housing was for family use but of less permanent construction and of lower 
standards of space and equipment. Some temporary housing was provided 
through the use of stopgap housing, including trailers, light portable structures, 
and trailer parks. 

Defense housing 


The Korean emergency and the resultant increase in defense production activ- 
ities led to acute housing shortages in certain areas. Congress, on September 1, 
1951, as a part of the Defense Housing and Community Facilities and Services 
Act of 1951 (65 Stat. 303), provided for a limited defense housing program to be 
financed with appropriated funds. The Housing and Home Finance Adminis- 
trator delegated this function to the Public Housing Administration. The housing 
under this program is of mobile or temporary character. 


Veterans’ reuse housing 


This program was provided for by title V of the Lanham Act (59 Stat. 260). 
Under this authority approximately $442.7 million was allotted to the Public 
Housing Administration to develop temporary housing to meet the emergency 
needs of veterans and their families after World War II. These funds were 
used to relocate and convert surplus Government-owned structures in order to 
provide about 267,000 emergency accommodations. 

Approximately 25 percent of these units were provided by the relocation and 
reuse of temporary war housing structures; about 50 percent by the use of barracks, 
most of which were relocated; while the remainder were provided by dwellings 
reused on site by trailers, and by other miscellaneous sources. More than half 
of the units (56 percent) were provided at educational institutions for the housing 
of returning GI students. Federal funds were used to finance the cost of moving 
and reconditioning about 70 percent of the whole program, while local bodies 
financed the balance. With the exception of two federally operated projects, 
remaining projects in this program are managed by participating local bodies, 
with the Public Housing Administration exercising advisory functions and per- 
forming fiscal audits of federally financed projects to ascertain compliance with 
contracts providing for payment of net income to the Government. 


Subsistence homesteads and Greentowns 


This program was developed, managed, and disposed of under the provisions 
of the acts of June 29, 1936 (49 Stat. 2035), and May 19, 1949 (63 Stat. 68). 
This program, when transferred to the Public Housing Administration, consisted 
of 31 subsistence homesteads projects, containing 3,147 units, and 3 Greentown 
projects, containing 2,722 units, representing a Government investment of $60 
million. 

The liquidation of all remaining real property of the Greentown projects has 
been accomplished in 1955. The only remaining assets of the program are mort- 
gage-loan notes and lease and purchase agreements acquired in the disposition 
of the program. 

BUDGET PROGRAM 


The budget estimates for the liquidating emergency housing program are 
presented in terms of— 
1. Development activity. 
Management activity. 
. Disposition activity. 
Summary of operations. 
Nonadministrative expense limitation. 


1. Development activity 


No new development activity is contemplated in the budget estimate other than 
the completion during 1956 of 1 project of 109 units under the defense housing 
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program. This program, enacted on September 1, 1951, was designed to meet 
the needs occasioned by the Korean emergency. The programing of projects is 
made by the Office of the Administrator but development and management func- 
tions have been delegated to the Public Housing Administration. Construction 
has been confined to federally owned housing in critical defense areas and is of 
mobile or temporary character. Total authorizations amounted to $100 million 
and appropriations to $87.5 million. The appropriation was later reduced to 
$65.5 million and this amount was transferred to the PHA. 


2, Management activity 


A forecast of the management workload for 1956 and 1957, stated in terms of 
total unit months, is presented in the accompanying table. The declining workload 
is a result of the disposition program which has reduced the number of active 
units requiring management activities. Also shown in the table is the number of 
projects and units both at the fiscal year end and in terms of the average for the 
vear. A breakdown is given between active and inactive management, further 
subdivided into federally operated and leased, with details given by program. 

Estimates of income and expense for 1957 are based primarily on actual oper- 
ating results in 1955 and on 1956 operating budgets prepared by local management 
and reviewed by the field offices of the PHA. Detailed information on income and 
expense, separately shown for federally operated and leased projects, is presented 
in subsequent tables. 

For the public war housing program the marked decrease in income and expense 
for 1956 results from a sharp decline in the program due to accelerated disposition 
in 1955 and from the decrease in occupancy in those projects which have had 
tenant intake frozen. The average per-unit-month expense remains fairly 
constant except for an increase in repairs, maintenance, and replacement expense 
attributable to federally operated temporary projects still needed. 

For the defense housing program the even level of income and expense reflects 
the comparatively static character of this program, as shown by the relatively 
stable number of units over the 3-year period. 

With the veterans’ reuse housing program scheduled for early liquidation, only 
small amounts of income and expense carry over into the 1956 and 1957 estimates. 

The subsistence homesteads and Greentown program has been liquidated and 
the only remaining assets consist of mortgage loan notes and lease-purchase and 
sales contracts acquired at the time of disposition. Consequently, no amounts 
of income and expense are shown in the 1956 and 1957 estimates. 


Mr. Tuomas. Now this goes into the liquidating program generally. 
What we have had—this item we just left had 24 thousand units—is 
part of the revolving fund that was placed in the Office of the Admin- 
istrator and he in turn redelegated that part back to PHA? Is that 
not true? 

Mr. Stusser. Yes, sir. 

Mr. Tuomas. What is the status of your revolving fund, your 
liquidating program in general? Do you want to give that? That 
deals with war public housing, defense housing, veterans’ reuse, 
Greentown? Is there any other? 

Mr. Rurrner. That is all. Greentown has been finished. The 
only thing we have is termination of mortgages. 


MANAGEMENT ACTIVITY 


Mr. Tuomas. I will start reading these two psragraphs on the 
management activity at the top of page 38: 


A forecast of the management workload for 1956 and 1957, stated in terms of 
total unit months, is presented in the accompanying table. The declining work- 
load is a result of the disposition program which has reduced the number of 
active units requiring management activities. Also shown in the table is the 
number of projects and units, both at the fiscal year end and in terms of the 
average for the year. A breakdown is given between active and inactive manage- 
ment, further subdivided into federally operated and leased, with details given 
by program. 
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Estimates of income and expense for 1957 are based primarily on actual oper- 
ating results in 1955 and on 1956 operating budgets prepared by local management 
and reviewed by the field offices of the PHA. Detailed information on income 
and expense, separately shown for federally operated and leased projects, is 
presented in subsequent tables. 

You can only predict for 1957 in terms of your past years? 

Mr. Rurrner. That is right. 

Mr. Tuomas. In the Office of the Administrator we had some very 
enlightening information that I do not find in this justification here. 
It may be here in your tables, and I presume it is, but he has it in a 
narrative form that brings it out very succinctly. You have some 
fine tables that represent hours of work. 


SUMMARY OF OPERATIONS 


This paragraph at the bottom of page 44 is worthy of repetition. 
May I read it again: 


It is estimated that, as of June 30, 1957, approximately four-fifths of the 
approximate $2.3 billion total investment in the liquidating emergency housing 
program will have been accounted for as follows: (a) cash proceeds of $591 million 
will have been returned to the United States Treasury. 

I see a hiatus in the figure of $2.3 billion. The Administrator gives 
you $2.9, I believe. 

That is your total acquisition cost. Did we not use that figure 
yesterday of $2.9 billion or was it $2.3 billion? I do not remember. 

(a) Cash proceeds of $591 million will have been returned to the United States 
Treasury and to the Office of the Administrator, (b) assets representing an invest- 
ment of $1,022 million will have been disposed of without reimbursement under 
legislative direction, and (c) cumulative losses from operations and disposition are 
estimated at $306 million. The other one-fifth, namely, $405 million, is comprised 
of housing projects, mortgages, and other assets which, it is estimated, will remain 
in the program on June 30, 1957. 


DIFFICULTY IN DISPOSING OF “‘HARD STOCK” REAL ESTATE 


Is that $405 million what we term as “hard stock’’? 

Mr. Stusser. Hard core. 

Mr. Tuomas. Hard core. I am a country merchant. We call it 
hard stock when we cannot get rid of it. 

Mr. Stusser. It is hard stock. 

Mr. Tomas. What part of that $405 million is mortgages and 
what part is “cats and dogs” real estate? Can you break that out 
for us? 

Mr. Wooten. Currently there is about $126 million in mortgages. 

Mr. Txomas. In round figures you have about $300 million in hard 
real estate left? 

Mr. Wooren. $280 million approximately. 

Mr. Yates. Scattered all over the country? 

Mr. Suusser. Yes, lands and buildings and some are commercial 
buildings. 

Mr. Tuomas. How will you get rid of them? 

Mr. Stusser. Keep driving at it and sell them where we can. 

Mr. Tuomas. I want to read the Administrator’s justification. I 
quote on page K-2 from the ‘Revolving fund” estimates from the 
Office of the Administrator, this language: 





1197 


Assets are expected to fall by $74 million ip the 1957 fiseal year, as compare “d 
with $147 million in the current: year and $247 million in the year ending last 
June 30. The trend is largely controlled by the change in character of remaining 
program assets. 

Real property, which constituted 78 percent of assets on June 30, 1954, will have 
fallen to less than 50 percent of assets at the close of fiscal 1957. Most of the 
housing projects which could be transferred to other Government agencies or to 
local governments under present statutory authorizations were closed out before 
the end of the last fiscal year, and none will remain in the inventory at the begin- 
ning of the budget year. 

In other words, you have gotten rid of all you can by giving it to 
States and munic ipalities, and Government agencies. 

An increasing proportion of the remainder falls in two classifications: (1) at 
least 60-70 million dollars in defense and war housing on or adjacent to military 
posts which the Department of Defense believes essential to its operations; and 
(2) projects where local disagreements on methods of disposal result in inability 


to obtain consent for dedications, waivers of technical building code violations 
and so on. 


How much does that run to dollarwise? You have between $60 
and $70 million on or near military installations. How much of that 
falls in your second category that you mentioned a while ago that 
you cannot get rid of to local communities or local housing authorities 
or what-not because of conflict in laws? 

Mr. Stusser. Would you repeat the figure? 

Mr. Tuomas. They do not have a figure. I am asking you. The 
first was 60 to 70 million. 

Mr. Stusser. We had $405 million here. 

Mr. THomas. We agreed that was around $300 million in round 
figures, the other $100 million was mortgages. We get down to cats 
and dogs real estate. You used 280, I suggested 300. It does not 
make a difference. Take 70 off of 300 and it gives you $230 million. 

Mr. Sutusser. That is right. 

Mr. Tuomas. What part of that $230 million is in this category 
that you cannot give away to your cities and communities? Cer- 
tainly the 2,400 units you are operating falls within this classification, 
does it not? 

Mr. Stusser. No, sir. 

Mr. Rurrner. Different programs. The 2,400 units you were 
discussing before is in the low-rent program. This one you now are 
discussing is the war and emergency housing units. 

Mr. THomas. As I understand this program it covers all of the war 
housing of the various types and plans and classifications, veterans, 
reuse, and so forth. But you do not call the seven projects war 
housing. You call them subsidized low-rent housing. 

Mr. Stusser. The seven projects. 

Mr. THomas. They are transferred and taken from tlfis? 

Mr. Stusser. No, sir. They were originally built for that purpose. 

Mr. THoomas. They are not part of this estimate? 

Mr. Stusser. No, sir. 

Mr. Tuomas. They are not part of your annual contribution 
estimate of $90 million? 

Mr. Stusser. That is right. 

Mr. Tuomas. Because they are self-sustaining on the basis of rents, 
but if you put the cost accounting to it on amortization and interest, 
they are not. All right. 
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A third classification of minor dollar value is composed of land from which 
housing has been removed, but which is difficult to sell or to negotiate settlement 
of leases affected by remaining service-type improvements. Amendments to 
basic legislation which would alleviate some of these problems are now under 
consideration. 

Dollarwise, how much is that? 

Mr. Stusser. I don’t know. 

Mr. Tuomas. Can you estimate it? 

Mr. Rurrner. We can get the data and insert it in the record. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Stusser. Legislationwise we have recommended that 

Mr. Tuomas. He is talking about the same thing you are in the 
way of legislation. What we are trying to straighten out is the dollar 
figure. He is talking about the same legislation as you. You have 
to have some legislation. 

Mr. Siusser. We want to cut off some preferences so we can make 
it available, we want to transfer some to the Army by legislative act. 

Mr. Tuomas. He has to give you more authority. If you have to 
spend money on property before you can give it away, even do that. 


MANAGEMENT WORKLOAD DATA 


Let us take a look at these charts here. Put the chart on page 39 
in the record. 
(Chart referred to follows:) 


Forecast of management workload 
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Mr. Tuomas. This is liquidating emergency housing program. 
How many will you have on hand at the end of fiscal 1956? 

Mr. Rurrner. 61,465 units. 

Mr. Tuomas. You mean that is under total management workload 
and that is the number you will have on hand? 

Mr. Rurrner. Available for disposition. 

Mr. THomas. 61,000— 

Mr. Rurrner. Total of 61,465 includes active management, in- 
active management, and leased units. 

Mr. Wooren. All units that are remaining at that time. 


DISPOSITION OF UNITS 


ero 


Mr. Tuomas. How many have you sold during 1955? That is not 
on this table. 

Mr. WooreENn. 87,883. 

Mr. Tuomas. Total disposition: For 1955 it was 51,414 sales, and 
by transfer it was 29,365; that is give-away, is it not? 

Mr. Stusser. Transferring to the local communities. 

Mr. Tuomas. That is without compensation to the Government? 

Mr. Stusser. That is correct. 

Mr. Tuomas. Where is the figure for what you received for those 
units? That ought to be on 39? 

Mr. Stusser. That is what you were reading. 

Mr. Woorrn. Forty-three is the figure on the next page. 

Mr. Puruures. 87,883 is only actual disposal. Should not the 
chart also have the number they started with or the number some- 
where to show what the original figure was? 

Mr. Stusser. You mean at the beginning? 

Mr. Tuomas. Say at the end of 1954 fiscal. You disposed of 
87,883—that is during the year or up to this time? 

Mr. Stusser. During the year. 

Mr. Tuomas. Is $78,389,666 the correct figure for your total 

‘eipts from sales for 1956? 

Mr. Stusser. Where is that? 

Mr. Tuomas. I am trying to fish it out of the table on page 43 and 
tie it into your table on 42. Is that the correct figure? 

Mr. Wooren. See the ‘Net disposition proceeds” line. 

Mr. Tuomas. I am talking about total. Where is the net? The 
net is $74,289,700? 

Mr. Wooren. Correct. 

Mr. Tuomas. From sales? 

Mr. Wooren. Yes, sir. 

Mr. Tuomas. We are not talking about income from operation? 

Mr. Wooten. No, sir. That is higher up on the page. 

Mr. Tuomas. You received $74,289,700 in 1955 for the sale of 
51,414 units? 

Mr. Wooten. That is correct. 

Mr. Tuomas. Of course, in addition to those we gave to the cities 
and towns 29,365 and demolished 7,104 units? There is a consolidated 
figure on total acquisition cost through 1957, and and your total 
sales through 1957. Where is that? 

Mr. Rurrner. There is a table on bottom of 43 which shows book 
value of property sold during that year and book value of property 
demolished. 
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Mr. Tuomas. Was that book value or acquisition cost? We do 
not want book value. ‘That is written down. What was the actual? 
There is a figure on your acquisition cost through 1957 and your 
sales through 1957. 

Mr. Rurrner. Is that the figure on the last paragraph on page 44? 


RETURN TO TREASURY FORM DISPOSITION OPERATIONS 


Mr. Tuomas. This is in narrative form here. Let us repeat that 
in the record. What is the sales through 1956 or 1957 and what is 
the acquisition cost? As of June 30, 1957, are we going to use the 
figure of $2.3 billion or $2.9 billion acquisition cost? Did we not 
use the figure of $2.9 yesterday. 

Mr. Frantz. $2.2 billion was the figure we used yesterday. 

Mr. Tuomas. Two billion two 

Mr. Frantz. We must have rounded it. 

Mr. Tuomas. Two billion three. That is the total acquisition 
cost and adding these figures together, what is the amount of return 
to the Treasury? Do you mean we will return four-fifths of the 
acquisition cost of $2.3 billion to the Treasury? 

Mr. Stusser. That is correct. You have had an accrued value of 
lands and properties. 

Mr. Tuomas. That is one instance where the Government got on 
the plus side of inflation? 

Mr. Puitires. | am not so sure. You are talking about inflated 
money now, are you not? 

Mr. Stusser. That is right. 

Mr. Tuomas. That is the only time you got the benefit of inflation. 

Mr. Stusser. On the west coast we had a 7-acre piece of land that 
we paid $18,000 for in 1940 or 1941. That was sold at public bid for 
$127,000. 

Mr. Frantz. That four-fifths isn’t right. 

Mr. Tuomas. It does not sound right to me. 

Mr. Wooren. Look at the bottom of 44. 

Mr. Frantz. I wish it were true, but it is more like 40 percent. 

Mr. Tuomas. Yes. It was less than half. About a third, is it not? 

Mr. Wooren. Around 40 percent. 

Mr. Tuomas. The only reason it is up to 40 percent is by virtue of 
the fact that we have had a lot of inflation. What was the total 
number of units? 

Mr. Suusser. After the war? Nine-hundred-some-odd thousand. 

Mr. Tuomas. A round figure of a million. How many have been 
demolished, how many sold, and how many have been transferred to 
universities, colleges, cities, towns, public housing authorities? 

Mr. Rurrner. We don’t have that in here. 

Mr. Tuomas. That is not broken down? 

Mr. SuusseEr. It is total. 

Mr. Tuomas. Sales is 1955 is only 1 year. Total sales are about 
85,000, transfers about 35,000, and demolitions about 22,000. At 
this point in the record break down the approximately 1 million units 
figure between sales, through 1957, demolitions, and your transfers 
without profit to the Government to the various universities, et 
cetera. 

(Information referred to follows:) 


72350—56—pt. 2——16 
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LIQUIDATING EMERGENCY HovusiING PROGRAM 


Analysis of acquisition and disposition of land, structures, and equipment from 
inception of program through June 80, 1957 





Number of Acquisition 


units | cost Sales price 





Total acquisition cost from inception 1 992, 0658 | 1. 331, 527, 242 

Dispositions from inception through June 30, 1955 
203, 557 558, 478, 832 
134, 723 113, 185, 948 
545, 313 1, 199, 741, 601 | 





Total dispositions a ‘888, 593 | 1, 871, 406, 381 


Dispositions for fiscal year 1956 (estimated): 
S: : € 112, 500, 000 
SN se clas. 5 mnieccwechhbuaaiemhuonnauied i 43, 500, 000 

Transfers : ° 23, 500, 000 | 





EIN. a end bac peat eaiiemenun | i 179, 500, 000 | 





ueseete for fiscal year 1957 (estimated): 
1 45, 000, 000 
28, 420, 872 








Total dispositions 17,341 | 73, 420, 872 | 


Total dispositions from inception (partly estimated): | 
Sales i 238, 557 715, 978, 832 
Demolitions | 157, 064 185, 106, 820 
Transfers 552, 313 | 1, 223, 241, 601 | 


Total dispositions 947,934 | 2, 124, 327, 253 | 





Balance of land, structures, and ens a estimated on | 
hand, as of June OU asa ee eh me an deh wens | 144,124 207, 199, 989 


aoe , 


1 Excludes 8 subsistence homestead units. 


Mr. Tuomas. Who are the beneficiaries under your transfers? 

Mr. Stusser. Cities. 

Mr. Tuomas. Do not universities get any? 

Mr. Stusser. Some. 

Mr. Tuomas. Not only cities, but public housing authorities a 
separate entity from the city? 

Mr. Stusser. I also mean local housing authorities when I said 
“‘cities.”’ 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 


NONADMINISTRATIVE EXPENSE LIMITATION ON LIQUIDATING 
EMERGENCY Hovusinc PROGRAM 


Mr. Tuomas. Put the table on page 45 in the record. It shows the 
limitation reduced from $10,750,000 to $8,400,000 this year. 
(The justification is as follows:) 


5. Nonadministrative expense limitation 


Under the liquidating emergency housing program, the direct project manage- 
ment workload for active units, in terms of average units for the 3 years, is 
indicated in the table below: 


1955 actual | 1956 estimate | 1957 estimate 





Public war housing : , 78 26, 131 
Defense housing 10, 541 10, 017 
Veterans’ reuse housing . 1, 337 616 


60, 664 36, 764 
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A comparative statement of nonadministrative expenses subject to limitation, 
broken down by direct project management expenses (showing object of expense) 
and by disposition expenses, is presented below: 


| 
1955 actual | 1956 estimate | 1957 estimate 


Direct project management expenses (by object): 

ee ne eo eeipaabebsadinubetnmaaibigttiienie 
Travel 
Transportation of things 
Communication services 
I ee I iis cecemnnenccdupiecnce 
Other contractual services 
Supplies and materials. 
Equipment 
Taxes and assessments 


$6, 186, 408 
16, 672 

40, 169 

66, 411 

3, 453, 441 
924, 682 

1, 707, 995 
10, 534 

3, 194, 510 


$3, 929, 500 
12, 800 

16, 700 

50, 700 

2, 264, 800 
917, 000 

1, 267, 500 
26, 700 

2, 038, 300 


$3, 189, 
10, 

13, 

4l, 

1, 739, 
856, 

1, 046, 
20. 

1, 461, 


800 
300 
100 
800 
700 
100 
200 
700 
500 


I i ins cnenineteinltetieniinla 
Life insurance contributions 


20, 177 


17, 100 13, 700 
14, 481 7 


8, 900 7, 100 


Subtotal 15, 641, 480 


8, 400, 000 








Disposition expenses: 
Direct: 
I li el cecil 
07 Other contractual services 


Subtotal 








Indirect: 
01 Personal services 
07 Other contractual services 
Subtotal 


Subtotal 


2, 784, 974 


18, 426, 454 














Mr. Tuomas (reading): 


Under liquidating emergency housing program the direct project 1nanagement 
workload for active units, in terms of average units for the 3 years, is indicated in 
the table below. 


Then disposition of the expenses is broken out here. You have a 
salary cost of $3,189,800 against $3,929,500 for 1956 and the other 
objects make up the difference which you show as a decrease in line 
with your decrease in sales. It is interesting to note here that the 
total units disposed of in 1955 is 60,664; in 1956 it is 36,764; 1957 
estimated, 29,631. At the end of 1957 how many units according to 
your estimate do you figure you will have on hand? 

Mr. Wooren. 44,124. 

Mr. THomas. 44,124 beyond 1957? 

Mr. Wooren. Yes, sir. 

Mr. Tuomas. How long is it going to take you to get rid of them? 

Mr. Stusser. If we get the proper breaks, sir, there is a possibility 
there will be very few of those left. 

Mr. Tuomas. Can we wind that up in 1958? 

Mr. Stusser. If that is possible, yes, sir; if there are no obstructions 
that will stop us that we cannot control. 
, Mr. Tuomas. We are going to remember that and I wish you good 
uck in it. 


NONADMINISTRATIVE EXPENSES BY FUNCTION AND PROGRAM 


Let us put page 46 in the record. 
(Page referred to follows:) 
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A breakdown of nonadministrative expenses by function and by program is 
presented below: 





1955 actual | 1956 estimate | 1957 estimate 





Direct project management expenses: 
Publie war housing- $13, 072, 462 $7, 936, 100 $5, 823, 800 
Defense housing $ 2, 181, 225 | 2, 297, 600 2, 321, 600 
Veterans’ reuse housing ; : 372, 166 | 313, 800 252, 300 
Rented projects, project property ; ; 15, 627 | 2, 500 2, 300 





Subtotal__. phil women 15, 641, 480 | 10, 550, 000 | 8, 400, 000 


Disposition expenses 
Public war housing . toannilgsihiarnckssiia 2, 772, 174 | 146, 000 ee 
Veterans’ reuse housing , de 12, 800 | 54, 000 |- et 





Subtotal i __— , 2, 784, 974 | 200, 000 | | 


Total _---- ‘ jnsee 18, 426, 454 | ~ 10, 750, 000 | 8, 400, 000 


Expense items subject to the nonadministrative expense limitation are: 
ao iu mRoT - os a 
1955 actual | 1956 estimate | 1957 estimate 


Direct project management expenses: 
Management expense______- - 7 ’ pial $2,331,736 | $1, 463,300 $1, 253, 700 
Operating services Belaie li Ate ag ee 1, 198, 610 992, 700 909, 400 
Utilities Re wc 3, 750, 246 2, 085, 500 1, 640, 900 
Repairs, maintenance, and replacements_- pistons es 4, 323, 862 3, 453, 200 2, 728, 100 
General expense - - - - Sawai cuttin petites sane 344, 029 144, 900 110, 600 
Payments in lieu of taxes..._______- ssiseinactbittrieisittiatiini 3, 194, 510 2, 038, 300 1, 461, 500 
Replacement of equipment ; malicnts 3, 932 16, 900 12, 700 
Custodial and liquidating expense 419, 783 326, 700 260, 000 
FICA tax payments_-. ‘ ne 5 26, 177 , 100 13, 700 
Life insurance contributions ; ; 14, 481 8, 900 
Unallocable expenses . ‘ a 18, 487 Sou 
Rented projects, project property - sete iba ail EN ata ae 15, 627 2, 500 


Subtotal 


Disposition expenses: 
ON at cctachs 
Indirect____- 





Subtotal_- ee eee 84,974 | 200,000. 


— |: = 
Mri Nii ota Bc o-aa----2---=-----=--| 18, 426, 454 10, 750, 000 | 8, 400, 000 





Mr. Tuomas. This table breaks down some big items like com- 
munications services, rents, other contractual services, and supplies 
and material. 


EXPENSE ITEMS NOT SUBJECT TO LIMITATION 


You have expense items not subject to nonadministrative expense 
limitation in respective amounts. Are these items not subject to it? 
Acquisition of assets; that is water over the dam. You cannot do 
anythingabout that. Youhavespent that. You carry here acquisition 
of assets at $1,097,000 in 1957. What is that? 

Mr. Rurrner. Any operating improvement or capitalized equip- 
ment item that goes into the operation of any project. 

Mr. Tuomas. You have cash transfers to the office of the Adminis- 
trator, Home Finance Agency, $55 million in 1955; $27.3 million in 
1956, and $26.3 million in 1957. What do you mean that is not sub- 
ject to limitations? Is that receipts? 

Mr. Rurrner. Cash receipts transferred from a revolving fund 
from the Office of the Administrator, for retransfer to the Treasury. 
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Mr. Tuomas. You want that to expand rather than decrease? 

Mr. Rurrner. We put this table in so there will be no misunder- 
standing that you do want those transferred. 

Mr. Tuomas. You are a fine budget officer. 

Mr. Wooren. It is for the purpose of the auditor so the legislative 


history is clear. 


INCOME, EXPENSE, 


Mr. T 


AND RESIDUAL 
AND OPERATED PROJECTS 


[uomas. What is the table on 48? 


RECEIPTS 


It would not hurt to put it in the record. 


(Page referred to follows: 


OF 


LIQUIDATING EMERGENCY HovusING PROGRAM 


FEDERALLY 


OWNED 


This is a combined table. 


Statement of project income, expense, and residual recetpts—All federally operated 
projects 


ACTIVE PROJECTS 


Operating receipts: 
Rental income 
Other income 


Total 


Operating expenditures: 
Management expense. -_.....-----.---- 
Operating Eee 
A a sabi eh aia ines emcee eae Samed 
Repairs, maintenance and replace- 


General expense (less PILOT and 
collection loss) 

Payments in lieu of taxes.__......-.--- 

Replacement of equipment- -- 


Net operating income, active projects -..-- 
Operating improvements 
Nonoperating expense 
Losses and chargeoffs: 
Collection losses - - 
Casualty losses, restoration costs_-.- 


INACTIVE PROJECTS 


Upe rating receipts_. : 
Custodial and liquidation expense_ ae ee 


Net income or loss “ y inactive 
| Aa ee cece 


TOTAL PROJECTS 


Operating WeMeeES 4 oo. 255s a cmedeaeos 
PI Sh Ci odds we abhocet tcc cues 


Residual receipts 


Average number of units available 
for occupancy : 








1955 actual | 


Per 
unit 
month 





Per 


Amount unit 


| month | 


$26, 186, 838 
1, 024, 461 


37. 78 


nk 
| 


39. Ol 


m1, 211, 299 | 


2, 331, 736 
1, 198, 610 
3, 750, 246 


4, 323, 862 


344, 029 
3, 194, 510 | 

3, 932 
15, 146, 925 
12, 064, 374 
5, 110 

40, 658 





110, 631 | 
231, 500 


342, 131 


35, 168 
419, 783 | _- 


—384, 615 | 


27, 246, 467 |...—.- 
15, 954, 607 


il, 291, 860 





1, 23 | 


1956 estimate 


Amount 


| 
$16, 669, 500 


542, 200 
17, 211, 700 


1, 463, 300 
992, 700 


2, O85, 500 | 
3, 453, 200 | 


144, 900 | 
2, 038, 300 | 


16, 900 


| 10, 194, 800 | 


7, 016, 900 


26, 000 | 


40, 800 | 


48, 900 


326, 700 | : 


| 10, 588, 300 


x 6, , 672, 300 | 


| 17, 260, 600 | 


1957 estimate 


Per | 
unit | Amount 


month | 
} 


$13, 587, 200 
| 419, 900 


14, 007, 100 


1, 253 
909, 
1, 640, 


, 700 
400 
900 
2, 728, 100 
110, 
1, 461, 
12, 


600 
HOO 
700 


900 
200 


8, 116, 
5, 890, 


20, 800 


3, 700 
260. 000 





233, 300 


14, 033, 
8, 428, § 


| 
36, 764 
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Statement of project income, expense, and residual receipts—All federally operated 
projects—Continued 


NONADMINISTRATIVE EXPENSES SUBJECT TO LIMITATION 


1955actual |  1956estimate | 1957 estimate 


Per Per Per | 
unit Amount unit | Amount | unit Amount 


month month | | month 
' 


Summary of expenses by purpose: | | | 
Total onerating expenses TS ‘ .-|$10, 194, 800 |_......- ’ » 900 
Custodial expenses j ica 410, 783 |...-...-} 326, 700 |. 260, 000 
FICA tax payments [ 26, 17, 100 |..- 3, 700 
Life-insurance contributions ; 14, 8, 900 | 
Disposition expenses oa 2, 784,974 |_.......] 200,000 
Unallocable expenses ‘ 18, od 
Rented projects and project property 15, 6% a | 2, 500 

000 


Total : hein phubweeeed 18, 426, 4! 


Summary of expenses by object of expense: } 
01 Personal services. -- 7 | 6,501,813 |___...._| 4,129, 500 : | 800 
02 Travel 3 Me 16, 67% 12, 800 , 300 
03 Transportation of things cues 49, 16 | AME Raccasnsdiens 3, 100 
04 Communication services eae 66, GETS 50, 700 | oe , 800 
05 Rents and utilities_ . | 3,453, -----| 2,264,800 739, 700 
07 Other contractual services ey 3, 394, 2: 917,000 | 856, 100 
08 Supnlies and materials. : oa = 1, 707. 995 ef: - )} , 046, 200 
09 Equipment oe 10, 534 | he 20, 700 
15 Taxes and assessments.__.........}........| 3,194,! ; ; , 038, 300 | 5 , 500 
FICA tax payments rae ae 26, | 3, 700 
Life insurance contributions. __- sa 14, 


NR Soe 


PHA ApMINISTRATIVFE Expense LIMITATION 


Mr. Tuomas. Insert pages 50, 51, and 52 on the administrative 
expense limitation in the record. 
(Justifications referred to follow:) 


INTRODUCTION 


The Public Housing Administration is responsible for administering both the 
low-rent public housing program and the liquidating emergency housing program. 
Pursuant to authority contained in the Housing Act of 1948 (62 Stat. 1268), funds 
for administrative expenses of these two programs are consolidated in a single 
account. Activities conducted by the Public Housing Administration fall into 
three main classes: development, management, and disposition. Administrative 
expenses of the Public Housing Administration, therefore, arise from the perform- 
ance of these three functions. 

Development expenses are incurred by the Public Housing Administration in 
the course of assisting the local housing authorities in project planning, working 
out architectural, engineering and construction problems, analyzing proposed 
sites, land acquisition, and preparing cost estimates. Development expenses in 
1957 will relate solely to new projects under the low-rent public housing program; 
no further development activity will be conducted by the PHA with regard to the 
liquidating emergency housing program. 

Management expenses are incurred in order to assure the efficient and econom- 
ical operation of the various housing projects. The PHA makes an annual audit 
of the books and records of local authorities. In addition, the PHA makes periodic 
management reviews, occupancy audits, engineering surveys, and personal prop- 
erty audits, besides undertaking periodic inspections to insure proper maintenance 
of the properties. Regular reviews of budgets submitted by the local authorities 
are made by the PHA staff. Further to strengthen its management activities the 
PHA is placing in each field office a business specialist who will be responsible for 
making special analyses of projects with high operating costs. It will also be the 
duty of the business specialist to propose practical methods of reducing costs. 
While the management workload for the liquidating emergency housing program 
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will diminish as projects are disposed of, the workload for the low-rent public 
housing program will steadily increase as additional housing units become avail- 
able for occupancy. These additions will amount to 19,000 units in 1956 and 
23,000 in 1957. 

Disposition expenses are limited to the liquidating emergency housing program 
and represent the cost of the disposal of housing projects constructed during the 
war or subsequent to the outbreak of the Korean conflict. 


Administrative expenses, by activity, program, and sources of funds 





1955 actual | 1956estimate | 1957 estir 


Activity and program: 
Development: 
Low-rent public housing program_-_. $2, 938, 600 
Liquidating emergency housing program-__........-_- \1, 900 


bans a cciauicgiinatianbee nntatiscnniasiininanicmaladaiaad 3, , 500 


Management: 
Low-rent public housing program_---_- 4, 47 5, 050, 000 5, 335, 000 
Liquidating emergency housing program_______- 1, 783, , 234, 000 10, 000 
UN cite te elterett it ccaianainsilbniainsd cadets aaipmersbet 6, 258, 2 }, 284, 000 3, 195, 000 
Disposition: Liquidating emergency housing program - - -. 1, 697, 208 , 255, 000 , 240, 000 
Sis ie tuhadectidcdnnla daidtinma tiie ea 2, 267, 000 000 


Sources of funds: 
By appropriation: 
Administrative expenses, Public Housing Adminis- 
tration_ Seta eubdnate coins ‘ 
Liquidating emerge ney ~ housing program (defense 
development) _.......-_- poieieisa ak tance mini cage 
TR Sun 7, 475, : 9, 778, 700, 000 
By program receipts: Revolving fund (liquid: iting pro- 
gram) 3, , 608 2, 489, 2 000 


I gk deca dchidhac alindaco nia co enanhcs aeiets adhatdhombihed 10, 955, 908 2, 267, 2, , 000 








BASIS FOR INCREASED ESTIMATE 


Mr. Tuomas. Is this all in the District of Columbia here? $12,- 
800,000 in 1957 against $12,267,000 in 1956; why the increase? 

Mr. Siosamn. What page, sir? 

Mr. Tuomas. 51. Budget estimate for administrative expense for 

957 is $12.8 million, consisting of appropriation of $10.7 million and 
ake to use $2.1 million derived from liquidating emergency 
nouns program. ‘This compares with total estimates for 1956 of 

$12,267,000. Why the increase? 

Mr. Sutusser. That is increase in travel and salaries. 

Mr. Tuomas. Is that not included in the base for 1956? Supple- 
mental estimate of $640,000, that is the pay increase, $122,000 for 
additional travel cost but that is included in the base for 1956. 

Mr. Wooren. In 1956 we have the provision for the housing 
amendment of 1955, additional 45,000 units, for which we staffed 
for only a partial-year basis. 

Mr. Tuomas. This is for initiation of program authorized by hous- 
ing amendments of 1955; and $60,000 additional payment for GAO 
audit? 

Mr. Woorren. The 1957 budget puts it on a full-year basis. 

Mr. Tuomas. Where was that money spent, in the Office of the 
Administrator? 
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Mr. Rurrner. This is total administrative expense for Public 
Housing Administration and includes our expenditures at central 
office in Washington and all our field offices. 

Mr. THomas. What part of it is spent in the Office of the Com- 
missioner in the District of Columbia? 

Off the record. 

(Discussion off the record.) 

Mr. Rurrner. Seven hundred of those positions for 1957 are for 
the departmental staff here in Washington. 

Mr. Tuomas. Seven hundred? 

Mr. Rurrner. One thousand and two are in the field offices. 

Mr. THomas. Seven hundred. You show only an increase of two 
positions over 1956-57. 

Mr. Rurrner. That small increase 


SUMMARY OF ADMINISTRATIVE EXPENSES (PERSONAL SERVICES) 
Mr. Tuomas. Let us see if this table here does not give it better. 


Put page 54 in here. 
(Page referred to follows:) 
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Mr. Tuomas. The total employment, departmental and field, 
1,702; 1,002 in the field, 700 in the District of Columbia. 

Mr. Rurrner. That is correct. 

Mr. Tuomas. What part of that 700 is charged to the Office of the 
Administrator of Housing and Home Finance Agency and what part is 
directly chargeable to the Commissioner of Public Housing? 


SUMMARY OF ADMINISTRATIVE EXPENSES (BY OBJECT CLASS) 


Mr. Rurrner. The only comparison I can give on that is that 
$10,700,000 is requested as an appropriation for low-rent public- 
housing program and $2,100,000 is requested as authority for an allo- 
cation from the emergency housing program. 

Mr. Tuomas. Insert the table on page 55. 

(Justification referred to follows:) 


Summary of administrative expenses 


1955 actual 1956 estimate 1957 estimate 
[= | ee o— = a . tia | 
| Aver- | | Aver- Aver- 
| ageem-| Net cost | ageem-| Net cost | ageem-| Net cost 
ployees ployees | | ployees 








Terminal leave 
Part-time and temporary positions-_--- Seal 939 
Regular pay above 52-week base______----_|-- aoa 36, 989 
Payment above basic rates__.._...---- | 69, 038 





trand total personal services - --- 1, 602. 5 | 9, 214, | 342 | ‘{10, 112, 000 | 1, 696.6 “10, 380, 000 
Less nonadministrative expenses financed | 

from liquidating emergency housing 

INA eo dida cscin ee ebnn teen tbaness 40. 4 | 241, 000 





Net total personal services --_--...---| 1, 562. 1 | 8, 973, : , 618.3 | 9, 912, 000 | A 696. 6 10, 380, 000 





Other objects of expense: 

02 Travel kat eee died ht een 693, 962 | 
03 Transport ation of things. ae 10, 648 | 
04 Communication services__........]-------- 234, 332 
05 Rents and utility services___---- tas 688, 254 |_- 710, 000 | 
06 Printing and reproduction_-__---._|..---- BEE Bes cecawe 62, 000 | 
07 Other contractual services __--_.---|.-------- 94, 780 | 

GAO audit- oe 55,000 j__- 
08 Supplies and materials___- pieskcwass eae . 
09 Equipment_-.- | 57, 805 Sioaiuia 
13 Refunds, awards, and indemnities PE Side icate 
15 Taxes and assessments__......---- 

Total other objects Jnana 982, 566° 


Unobligated balance | 110, 092 








Total administrative expenses -_---_|_-_---- 11, 066, 000 


1 See the following table: 





1955 actual 1956 estimate 1957 estimate 





Aver- 
Net cost | age em-| Net cost 
ployees 


Aver- Aver- 
age em-| Net cost | age em- 
ployees ployees 


expenses: 
Departmental _-—--_- wnatgercecsliaiegla ta 
Field 








Distribution of nonadministrative | eat ea 
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FIELD EMPLOYMENT 


= 
‘ 


Mr. Tuomas. Insert the narrative statement on page 5 
table on page 58 in the record. 
(The justification is as follows:) 


and the 


FreLtp EMPLOYMENT 


The field offices administer substantially all individual project processes for 
PHA programs in their respective jurisdictions. Extensive delegations of au- 
thority have heen given the field office directors for final actions on these processes. 
This responsibility includes: (a) The review and approval of development 
actions such as development plans, site selection, construction contract docu- 
ments; (b) the review and approval of management actions, typical of which are 
local housing authority management policies, project operating budgets, and the 
auditing of tenant admissions, project maintenance, etc.; and (c) the review and 
recommendation of disposition activity such as project sale plan, land appraisal, 
and the accomplishment of local consultation and liaison. 

» The field organization of the PHA consists of 6 continental field offices and 1 
office located at Santurce, P. R. 

Included in the personnel requirements for field employment, as separate 
entities, are the field accountants, field auditors, and the field labor relations staff. 
These groups of specialized personne! are administratively responsible to their 
central office counterparts. The position requirements for field audit and field 
labor relations are based on workload criteria. 

» Workload varies between field offices and, as a consequence, the size of the 
offices varies. A typical field office includes such major organizational groups 
as staff offices, development activities, management and disposition activities 


Summary of field personal services—Employment and net cost 


| 1955 actual 1955 estimate 1957 estimat 


T 


| Posi- Avee- 
tions | 3° 
June | &™- 
30 ploy 
| menf 


Aver- 
age 
em- | Netcost | 
ploy- | 

| ment | 


Posi- | Aver-| 

| tions | 28¢ 
Ss + 

| | em- | Netcost 

, 30 ploy- 

} ©“ | ment} 


Posi- 
tions 


June Net cost 





STAFF 


Office of Director 

Legal... .- 2 81; 82.4 

Housing economics. .................. | 16} 16.8 

Racial relations | 9} 9.5 

CT oc ncucnsongesdbades 59| 62.4 
WIE Scmancuudessacutndecs -|___ 204 

DEVELOPMENT 

Office of Assistant Director 

Project planning 

Construction and inspection 

Land_. 

Technical 

SR bite? eubvindianacebsamacibies 


13 


| 
37.0} $242, 850 


208. 1 1, 141, 648 


| 


| 
51] 45.7 
90 86. 0 
19} 17.8 
10) 9.6 
7 

% 


497, 619 
112, 129 
54, 207| 
234, 843 66) 62. 


| ' 
, 948) 14 
, 466 64} 
304, 546 57} 
5, 410 29) 22.8) 
3, 445 88} 65. 1) 
, 049 13} 11.4 


13. 6| 
51.1) 
51.8 


$309, 832) 


236| 221. 8|1, 283, 948) 


51 
90 
19 


547, 278 
122, 286 

59, 015 10 
245, 537 66 


236 


103, 739 14 
342, 608 64) 63 
365, 506 57| 56 
139, 635) 29) 28 
453, 238) 88) 86 

71, 707 13) 13 


14. 


, 008 
R99 
, 974 
, 058 
5, O76 





Subtotal 
MANAGEMENT AND DISPOSITION 


Office of Assistant Director—Man- | 
agement 

Management 

Occupancy <neen was unnae acne en 

Operations engineering 

Personal property 

Office of Assistant Director—Dispo- 
sition 

Appraisal 

LIE A, ddcanVeundéotceadoes aie 


Subtotal 


= - - 


An 


368 363.6 2,149,091) 341) 352. 


30, 864) 
| | 
eceal 

101,906} 14) 

802,011) 146 

312, 434 64 

246,827; 35 

137,073} 19) 


14. 

140. 6 
61.2 
36. : 
30, 133 4 4.0 


89,082) 12) 16.1 
420,625} 47, 56.9 


265] 215. 8 1, 476, 433 





Field accounting 
Field audit 102) 99.6 
17; 17.1 


14, 14.1| 98,848, 15, 14.5, 106,874) 15. 


581,239} 107) 103.8 
105,140| 17 16.8 


133) 130.8) 785, 227 


265 


} 
| 


106, 380 14, 14 
882, 882 
351, 520 77 
253, 327 34 
aot, S00) 19 


34 


31, 299 4 4. 
11. 
45. ; 


7 2,196,798, 362, 361 


12 
45 


92, 837 
347, 203 


14 
641, 191 107 
109, 958 17 


139) 137 


261. § 


157| 159.6 


2 
40,2 


18. 


105. 
16. 


106, 
972, 
414, 
237, 
104, 

31, 

67. 


279, 


2. 214, 
~ 110, 
658, 


110, 


879, 


, ¥38 


475 
. 369 
, 628 


OS 


, 828 
. 510 


B 335 


969 
188 
690 
501 
458 


556 
681 
6A8 
691 
896 
188 
556 


640 





1212 


OTHER OBJECTS OF EXPENSE 


Mr. Tuomas. The ‘Other objects” breakdown is, travel, $950,000, 
against $905,000; communications services go up to $263,000, from 
$259,000; rents and utilities $726,000, from $710,000. Why do rents 
and utilities go up $16,000? All items go up except “Other contractual 
services” and under that item the auditing program. ‘Supplies and 
materials” is up $4,000; “Equipment” drops off $6,000. ‘Total cost 
of other objects is $2 420, ,000, against the personnel cost of $10,254,000. 
Is that correct? 

Mr. Rurrner. Yes, sir. 

Mr. Tuomas. That is a flat 20 percent. 

Mr. Rurrner. Approximately, yes. 

Mr. THOMAS. Could you get that down to 15 percent without hurt- 
ing you? 

Mr. Rurrner. We would like to. 

Mr. Tuomas. Do you object if we help you get it down? 

Mr. Rurrner. Yes, sir. The largest item “there is travel and I 
would rather the Commissioner would talk to that point; travel is 
very important. 

Mr. Tuomas. How seriously would you object, Mr. Commissioner, 
if we helped you get the cost of other objects down to 15 percent? 

Mr. SLusser. We have tried to present an honest budget of what 
we need to properly operate the agency and on a very comparable 
basis to any business of this kind. 


RENTAL OF SPACE 


Mr. Tuomas. How about rents and utilities? 

Mr. Wooten. Rent is principally for office space. We reimburse 
General Services Administration for office space. 

Mr. Tuomas. Where is your office located? 

Mr. Rurrner. Page 67. I inserted a table at your request last 
year showing number of square feet in each area, cost per square foot, 
and total cost per year. 

Mr. Tuomas. Let us put that in the record, page 67. 

(Page referred to follows:) 








Number of Cost per Cost per 
square feet square foot year 


Washington (including Washington field office) 104, 760 $3. 53 $369, 800 
New York 31, 600 2. 25 71, 100 
Atlanta ; ; 28, 530 1. 83 52, 200 
Chicago J 23, 500 3. 56 83, 700 
F ort W orth.. z 14, 860 2.79 41, 500 

19, 500 2. 39 46, 600 
eeenhe Rico. r  eubisisattdeeibeusehs< 28 6, 800 2% 16, 000 
District of Columbia (warehouse s) 8, 5é ; 9, 100 


Location 














Mr. Tuomas. That is fine; they are practically giving it to you for 
$3.53 a square foot. Where is that? 

Mr. Stusser. Longfellow Building, corner of Rhode Island and 
Connecticut Avenues. 

Mr. Tuomas. Is it a new building? 
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Mr. Stusser. I don’t know. The Public Housing Administration 
went in when it was new, 12 or 15 years ago. 

Mr. Wooren. It is about 15 years old. 

Mr. Tuomas. In New York you pay $2.25; in Atlanta, $1.83. 
Where is the office in Chicago? It is right on State Street? We 
have been in it. It is expensive rent—$3.56. 

Fort Worth, Tex., $2.79; San Francisco, $2.39. You do not have 
to rent these expensive properties in Chicago and Washington; do 
you? 

Mr. Stusser. I am not familiar with space here. I understand it 
is very difficult to get space. 

Mr. Tuomas. Why is it that in this operation space is not fur- 
nished to you by General Services Administration? Why do you 
pay General Services? 

Mr. Wooren. On the basis that we were classified as a Govern- 
ment corporation. 

Mr. Tuomas. Of course, that could be the only reason. In truth 
and in fact you are not; are you? 

Mr. Wooren. Certainly in many respects we are not. I would say 
it is historical that somewhere back many years ago this reimbursable 
arrangement was 

Mr. Tuomas. Is there any good reason why you should not turn 
your space requirements over to General Services? 

Mr. Wooren. As a matter of fact, we do. 

Mr. Tuomas. That is their job. 

Mr. Wooren. We reimburse them for the space, but they lease the 
space. So it is a matter of their getting the appropriation in their bil! 
or of us reimbursing GSA. 

Mr. Tuomas. Do vou object to our turning you over to them lock, 
stock, and barrel and let them get the money for your lease? 

Mr. Wooten. Not if they provide us with space. 


COORDINATION OF DISPOSITION PROGRAM WITH GSA PROGRAM 


Mr. Evins. How does your disposal program tie in with GSA’s dis- 
posal program? Do you turn your properties over to them for dispo- 
sition or do you do it independently? 

Mr. Stusser. We do it independently except where a local com- 
munity wants to acquire property we declare it surplus to GSA and 
they handle it. 

Mr. Evins. You tie in with GSA. You dispose of it except in 
instances where the local community wants to acquire the property? 

Mr. Stusser. Not in the sense of transfer. That is if some local 
community outside that we can’t deal with would want the property, 
a school board or something of that nature, we can’t deal directly 
with them, or they don’t want to purchase. 

Mr. Evins. The only organizational group that GSA deals 
for you are semigovernmental units? Is this correct? 

Mr. Stusser. That is right. 

Mr. Evins. Otherwise you dispose of surplus properties contro}l: 
by your agency, independently? 

Mr. Stusser. Or charitable institutions where we can’t work. 
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CONFLICT IN POLICY TOWARD SLUM PREVENTION 


Mr. Evins. The Public Housing Administration is supposedly op- 
posed to slums and you have a policy of being in opposition to slums. 
Yet you have put up during the war or during the emergency period 
a great number of clapboard, temporary type housing. Later on 
you have disposed of this type of housing to municipalities and the 
municipalities do not destroy them or tear them down. Therefore 
you are, by this system, continuing slums—in fact creating housing 
which contributes to slums in many instances. 

[It seems you have a conflict in policy, general policy against slums, 
but when you turn over this property to the cities they continue 
slums. 

Mr. Siusser. The law requires us to do it. If they seek it and 
want it they have the right to take it. 

Mr. Evins. My attention was called to a situation in Texas 
during the fall where you said you were against slums, but you had 
dispose .d of certain very cheap, low cost, clapboard-type housing 
to municipalities and they were continuing to operate them for very 
low rent to persons in the low-income brackets. 

Mr. Stusser. We are required by law—if they make application 
we are required by law to transfer properties to them. 

Mr. Evins. There seems to be a conflict in your policy. 

Mr. Stusser. It is not my policy. 

Mr. Evins. Your Agency built them initially and _ transferred 
them to municipalities who will not dispose of them. 

Mr. Puiuturps. We told him to. It is a conflict in congressional 
policy. 

Mr. Tuomas. It is a conflict, but it is in the lap of Congress. 
Off the record. 

(Discussion off the record.) 

Mr. Evins. It is your view that congressional action is desirable 
in this field? 


DIFFICULTY IN DISPOSITION OF SPRINGFIELD, MASS., PROJECT 


Mr. Bouanp. I am familiar with a project in Springfield, Mass., 
that is enmeshed in some difficulty. That is the Lucy Mallory 
project. It evolves itself down to the question of whether or not the 
title of the United States Government is paramount or the title in 
the city is paramount. We have the Torrence system. Part of the 
land was registered under the Land Registration Act and consequently 
when PHA ‘attempted to dispose of it they could not give good titles 
to prospective purchasers, who would be veterans in most cases. 
The land court in Massachusetts said this part of the property has 
been registered and in order for the Government to give good title it 
must be reregistered. 

There would have been the cost of filing petition to reregister in 
the land court in Massachusetts and I think PHA expressed concern 
about paying the cost and also PHA had to determine whether or not 
it had authority. 
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I think PHA has a ruling from the Attorney General’s Office saying 
PHA can dispose of it. Are you familiar with it? 

Mr. Stusser. Not the individual projects. 

Mr. Bouanp. It has been hanging fire for some time. It seems 
where you strike an impasse where it will cost money to put the title 
in good shape, perhaps you should do it and then you can dispose of 
the property much more readily. 

I recognize you had a prohibition in that the Attorney General’s 
Office indicated you could not dispose of it unless there was a ruling 
from the Department indicating that you could. I understand now 
the ruling has come through. Basic ally the problem is not with PHA 
but it segms where there is such a problem or it will cost a bit more 
money to register the titles in the particular court in the particular 
State, it ought to be done. 

This property could have been disposed of at least a year ago. 
These people were all waiting for the property. We could have 
gotten rid of it just like that. “What difference does it make whether 
you lose $2,000 or $3,000 or $6,000 on cost of registering title as long 
as we get rid of the property? Do you have any comment on it? I 
do not know if you are familiar with it. The New York office handles 
it. You have a good man up there and the staff in the New York 
office is very helpful. The big problem was with the Attorney 
General’s Office. 

Mr. Tuomas. He is an excellent man. 

Mr. Bouanp. I appreciate the interest shown in the problem. If it 
can be resolved for the expenditure of a little bit more money, it ought 
to be done, and you can get rid of the property a lot quicker. 

Mr. Stusser. We have some trouble in the East in Connecticut as 
well as in Massachusetts. We have met opposition of the community 


as to sale of the thing, they will not accept relinquishment and try to 
drive us into a certain position. We have 2 or 3 in that category and 
somewhere placed in special legislation. 1 don’t know if this is one. 

Mr. Bouanp. Probably this is one. I appreciate the position of 
PHA. The attitude is fine, but you have been stymied by conflict 
of State and Federal Government. 


SUMMARY OF DISPOSITION OPERATIONS 


Mr. Puruuips. Will you put in a brief table for me. This is in the 
liquidation program. ‘Take the number of units you had at the end 
of fiscal 1954, then give the number you disposed of in 1955, and 
then that leaves you so many. Then the number you expect in 1956 
and the number you expect to dispose of in 1957, about 17,000, and 
that leaves a balance. Just put that table in so I have it in one table 
rather than on separate pages. 

(Information requested is as follows:) 
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LIQUIDATING EMERGENCY HovsInGc PROGRAM 


Program summary, fiscal years 1955 through 1957 





Number of units 


7 > ares , 

| Public war| Defense | bmg 
housing housi i 

ousing ising | housing 


Balance in program as of June 30, 1954 , 281 | 13, 824 | 11, 584 194, 689 
Deduct: | 
Disposition during fiscal year 1955_.........----| 78, 864 | 2, 580 | 6, 439 87, 883 
Other removals from workload ---- Se 45 
Add: 
New units completed 
Previously removed, put bac k_ 
Balance in program as of June 30, 1955 | 
Deduct: Estimated disposition during fiscal year 
1956___. 
Add: New units ¢ completed “es  iainpsaic biker deste taltacte Enea adatae 
Balance in program as of June 30, 1956 -| 47, 186 | 11, 638 | 6 61, 465 
Deduct: Estimated disposition during fiscal year | | 
13, 764 | 936 | 2, 641 | 17, 341 
33, 422 | 10, 702 44, 124 








Mr. Puiuuirs. The other question that comes to my mind, coming 
back to the liquidation program, I think you said in Oklahoma there 
wasn’t any State authority to take the projects over and also some 
other State had not passed the necessary legislation. 

Do you imply that there is a sort of hesitation or unwillingness on 
the part of the State to pass the necessary legislation? 

Mr. Situsser. I understand now. This comes to me. I believe 
through the Legal Department, they thought there was a possibility 
that Oklahoma would pass enabling legislation. They have no 
low-rent program in Oklahoma. 


Mr. Puituips. You said one State had no authority, no housing 
authority. 
Mr. Stusser. That isOklahoma. They have no housing authority. 


AUTHORITY TO SELL EMERGENCY HOUSING 


Mr. Puritures. Suppose the State does have a hesitancy to do this; 
why cannot you sell the property? I do not think your answer to 
the chairman is completely clear, as to why you cannot just up and 
sell the property. 

Mr. Suusser. Frankly, it is not clear in my mind under what 
authority we could sell it. I would like to clear that first—if we 
couldn’t dispose of it to a local community by relinquishment or by 
sale, whether or not we could sell the property to private interests. 

Mr. Puruurrs. That was not clear to me. 


NUMBER OF HOUSING UNITS IN VARIOUS STAGES OF COMPLETION 


Mr. Puriurps. The only other question I have is will you again 
for me, so I get this in one simple table, will you put down the number 
of—this has to do with federally subsidized public housing under the 
several acts—the number of units that we have completed and ready 
for occupancy. 

Mr. Stussrer. I beg your pardon? 
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Mr. Puruures. And/or. 

Mr. Stusser. You don’t want transfer or relinquishment? 

Mr. Puruurps. We are talking about your regular PHA program. 

Mr. Stusser. Yes. In the regular low-income properties you want 
total number of 

Mr. Puiuurps. I have seen categories taking them step by step. 
The first is the number of units that we have either occupied or ready 
for occupancy, number completed. Second would be the number that 
are not completed but on which construction contracts have actually 
been let. Then the third would be the number that are not in the 
first two categories, but on which annual contribution contracts have 
been signed. Then the next item would be the number not in those 
three categories but on which a preliminary loan contract or agree- 
ment has been signed. Then the next item would be those in the proc- 
ess but not in any of the four categories which would be those not 
covered by a cooperation agreement. 

Then the next one is those not in the preceding categories, but for 
which a program reservation has been requested and then finally those 
not covered by any of the preceding categories but the requests of local 
housing authorities for units. 

Then, as a matter of interpretation of the last category, were those 
requests from public housing authorities entirely or were some from 
other city authorities such as city councils. 

It has been requested for convenience, and I think it would be inter- 
esting to put opposite each one the annual contribution requirements 
that would be involved in each category. 

(The information requested follows:) 

(Nore.—The following table includes only locally owned projects eligible for 
annual contributions. Accordingly, it excludes certain types of projects which 
receive no annual contributions, although for other purposes they are considered 
part of the total low-rent public housing program. These are the federally owned 
projects and those locally owned projects which pay residual receipts to the Fed- 
eral Government.) 





Estimated Estimated 
Units maximum actual 
contributions | contributions 


(a) Completed and ready for occupancy: 
Public Law 412 (1937) --- 117,014 
Publie Law 671 (1940) 46, 025 
Public Law 171 (1949)- 194. 149 


Total 357, 188 $116, 000, 000 $86, 500, 000 
All Public Law 171: | 
(b) Not completed but construction contracts let__ -- 20, 949 12, 400, 000 , 700, 000 
(¢) Not covered in a arid 4 but annual contributions 
contracts signed - 54, 927 33, 500, 000 1 25, 125, 000 
(d) Not covered in a, 4, and ¢, but preliminary loan 
contracts signed _ 18, 226 2 36, 900, 000 | 27, 675, 000 
(e) Not covered above but cooperation agreement 
signed. (NoTE.—This item is not applicable, 
inasmuch as a preliminary loan contract cannot 
be executed until a cooperation agreement has 
been signed.) 
Not covered above but program reservation approved 5, 627 2 3, 000, 000 
Not covered above but re yuested by local housing 
authcrities. (NOoTE.—Requests “re received by 
Publie Housing Administration from local au- 
thorities, not from city councils.)- 157, 347 2 85, 000, 000 1 63, 750, 000 


| Estimated at about 75 percent of the fixed or maximum contribution, after allowing for residual receipts 
which go to reduce the Federal contribution 
? Approximated by using an average development cost of $11,083 per unit, and an assumed maximum 
contribution rate of 4.875 percent of development cost. 


72350—56—pt. 217 
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USE OF GSA FACILITIES FOR DISPOSITION OF SURPLUS PROPERTY 


Mr. Tuomas. To clear up one point, by virtue of what authority do 
you have to use the services of General Services Administration in 
disposition of surplus property? Does not the statute specifically 
make you your own disposal unit ? 

Mr. Wooten. The Lanham Act; yes, sir. 

Mr. Tuomas. How is it that you turn over some of your property to 
General Services Administration for disposition, and some to the War 
Department—you do not turn anything over to the War Department 
for disposition ? 

Mr. Susser. No. Ifa military request comes in for an armory site 
on some land we own, we would declare that surplus to General 
Services, 

Mr. Tuomas. When do you give up your authority to be your own 
disposal agent to General Services and under what circumstances? 

Mr. Wooren. I think the only transfers to General Services have 
been personal property as distinguished from realty. 

Mr. Tuomas. I think I have heard of instances, it is all hearsay, 
where you transferred some real property to them. 

Mr. Currie. Where they have indicated use for that property. We 
have a clearance arrangement with General Services. 

Mr. Tuomas. Only under that circumstance when some govern- 
mental agency wants it ? 

Mr. Currie. Yes. 

Mr. Tuomas. And it is only a temporary transfer. 
through you take it back? 

Mr. Currie. That is right. 

Mr. Tuomas. As opposed to a State agency or individual, then you 
are your own disposal agent ? 

Mr. Courrre. That is right. 

Mr. Tuomas. Thank you, gentlemen, it is always nice to see you. 


If it does not go 


Wepnespay, Frsruary 8, 1956. 
FEDERAL NATIONAL MORTGAGE ASSOCIATION 


WITNESSES 


J. STANLEY BAUGHMAN, PRESIDENT 
WALTER C. HAND, BUDGET OFFICER 
NATHANIEL EISEMAN, BUDGET ANALYST, OFFICE OF THE ADMIN- 
ISTRATOR 
Program and financing 


1955 actual 


| 
1956 estimate | 1957 estimate 


Program by activities: 


1. Secondary market operations $59, 089 $1, 300, 000 


2. Special assistance functions. ________- 
3. Management and liquidating functions 


Total obligations 
Financing: 
Unobligated balance no longer available 


Transferred from Reconstruction Finance Corporation | 


(Reorganization Plan No. 2, 1954) 


Limitation_--. 





4, 610 
3, 249, 000 


3, 312, 699 
151, 026 
— 225, 725 


3, 238, 000 





$825, 000 
200, 000 
2, 500, 000 


3, 525, 000 


400, 000 


2, 300, 000 


4, 000, 600 
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PROGRAM AND PERFORMANCE 


The Association carries out the three fiscally separate functions described as 
a single integrated Government instrumentality with one administrative expense 
limitation and a single budget and staff. Administrative expenses under limita- 
tion, allocated among the functions, are expected to rise in fiscal 1956 and 1957 
because of increased purchasing activity in the secondary market and special 
assistance functions. 


Accrued administrative expenditures by objects 


1955 actual | 1956 estimate | 1957 estimate 


Total number of positions i =e 68 628 660 
Average number of all employee Ss. epee A ts te ; ed j 627 
Number of employees at end of year. 5 i 3 579 | | 639 
Average salaries and grades: 
General schedule grades: 
Average salary___- fa wy 7 4 | $5, 075 5,177 | $5, 225 
Average grade -_-__ eet : _GB8- 6.3 | S-6.6 | GS8-6.6 


Personal services: | 
Permanent positions... | 2, 750, 206 | 2, 970, 900 $3, 340, 000 
Regular pay above 5 2-week base- 10, 593 | 11, 500 12, 800 

Payment above basic rates_. 20, 183 |. ‘ 

Excess of annual leave earned over annual leave taken-| 55, 499 “14, 900 16, 700 
Total personal services______.__- os ! 2, 836, 481 | 2, 997, 300 3, 369, 500 
adi aalats 67, 807 | 90, 000 | 50, 000 
Transportation of things.._._...___.___- lea 5, 680 | 8, 000 8, 000 
Communication services____-~__- reat | een 63, 576 | 65, 000 | , 200 
Rents and utility services_.._______- Ma 233, 825 253, 300 | 281, 400 
Printing and reproduction. oak ; | 36, 078 38, 000 . 500 
Other contractual services. - . si 21, 106 21, 200 23, 000 
General Accounting Office audit e xpenses | 11, 675 15, 000 5, 000 
Payments under ‘‘Federal Employees Group Life 
Insurance Act of 1954’’- se 7, 476 | 12, 000 12, 700 
Supplies and materials___- attains wibetatede 25, 035 4 27, 700 
5 Taxes and assessments (FIC A tax)_-._-____.____- 3, 96 | ei 





Total accrued administrative expenses... _____- 3, 312, 699 3, 525, 000 4, 000, 000 





Mr. Tuomas. The committee will please come to order. 

We have with us this afternoon the Federal National Mortgage 
Association, and it is nice to have with us Mr. J. Stanley Baughm: an, 
president. I have known Mr. Baughman for many years and it is 
always nice to have him here. We also have Mr. Hand, the Budget 
Officer, and Mr. Eiseman, Budget Analyst from the Office of the 
Administrator. 

Mr. Baughman, do you have a statement for us ? 

Mr. Baveuman. Y es, I do, Mr. Chairman. 

Mr. Tuomas. We will be delighted to hear from you. 


GENERAL STATEMENT 


Mr. Bavguman. Mr. Chairman, I appreciate having this oppor- 
tunity to discuss FNMA’s budget estimates for fiscal year 1957. 

The document submitted recently to your committee in support of 
the Association’s portion of the President’s budget is in considerable 
detail and my comments will, therefore, be confined to the more perti- 
nent aspects of the Association’s activities under this charter act. 

The character and scope of FNMA’s activities were changed in sub- 
stantial degree with the enactment on August 2, 1954, of the Housing 
Act of 1954 (Public Law 560, 83d Cong.), title IT of ‘which is known 
as the Federal National Mortgage Association Charter Act. The 
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charter provides that the then existing portfolio of mortgages will be 
managed and liquidated for the ac count of the Secretary of the Treas- 
ury ; provisions were made to permit, when advisable, special assistance 

to be given to certain types or programs of housing. Of particular 
signific: :nce to the housing economy was the establishment of the Asso- 
ciation as a secondary m: arket fac ility for home mortgages, to be ini- 
tially capitalized by the Federal Government but with provision for 
financing by private capital to the maximum extent feasible. The 
legislation provided the machinery whereby in time the secondary 

market operations will qualify to become privately owned. FNMA(‘s 
mortgage activities relate only to such mortgages as are insured by 
FHA or guaranteed by VA. 

The fore egoing described purposes of the charter act are carried out 
by the Association under three functions or operations, namely, the 
secondary market operations, the special assistance functions, and the 
management and liquidating functions, each with separate ‘account- 
ability. The Association began its operations under the charter act 
on November 1, 1954. 


SECONDARY MARKET OPERATIONS 


The secondary market operations are intended to provide supple- 
mentary assistance to the secondary market for home mortgages by 
providing a degree of liquidity for mortgage investments, thereby 
improving the distribution of investment capital for home mortgage 
financing. This is accomplished through the purchase of mortgages 
in areas where investment funds are in short supply and by the 
subsequent resale of the mortgages so acquired in areas where invest- 
ment capital is available. 

FNMA obtains funds to conduct its secondary market operations 
through the issuance of preferred and common stock and through 
the sale of debentures to private investors. Preferred stock of $93 
million was issued to, and is held solely by, the Secretary of the Trea- 
sury. Borrowings are limited to 10 times the Association’s total capi- 
talization and surplus. The sum of FNMA’s capitalization and its 
authority to borrow from private investors now exceed $1 billion. An 
issue of $100 million of 9-month, 314 percent, FNMA secondary mar- 
ket operations debentures was offered for sale to the public on Feb- 
ruary 7 for delivery on February 20. 

Mr. Tuomas. Thirteen days off? 


SALE OF DEBENTURES 


Mr. Bavenman. Yes, but the sale was held yesterday and it was 
successful. We sold them at par and the allotments are approximately 
17 percent. 

Mr. Tuomas. In other words, you sold them all within 24 hours after 
you offered them ? 

' Mr. Baverman. That is customary. The books are opened one 
morning and closed the same night. 

Mr. Tuomas. Go ahead. 

Mr. Baveuman. The proceeds will be used to finance FNMA’s 
secondary market operations and to repay borrowings from the United 
States Treasury used for these operations. 
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Under arrangements made with the Secretary of the Treasury, 
FNMA borrows funds from the United States ‘Treasur y as they are 
needed to carry out its secondary market operations. W hen these bor 
rowings aggregate a sufficient size from time to time, FNMA plans to 
offer debentures to the investing public and to use the proceeds to repay 
the borrowings and to finance ‘additional mor tgage purchases. These 
nnancial arrangements will require the Association to assume added 
functions and responsibilities, with consequential increased workloads. 

For the purpose of increasing the Association’s capitalization and 
to provide for the eventual tri insfer of the secondar vy market operations 
2 ae enterprise, the act provides that sellers of mortgages to 

NMA in these operations shall subscribe to the Association’s common 
an in an amount equal to not less than 3 percent of the amount of 
the mortgages they sell to the Association. The common stock sub 
scriptions now exceed $3 million. 


COMMON STOCK SUBSCRIPTIONS 


Mr. Tuomas. I have heard some complaints from small mortgage 
companies to the effect that they cannot buy that 3 percent in stoc k; 
that it is hurting them and that it has the virtual effect of denying 
them an opportunity to participate in the program. Furthermore, one 
official had a letter from some broker offering him 50 percent of the 
purchase price of the FNMA stock, and he said people were going 
all over the country buying up this stock for 50 or 60 percent of its 
cost and as a result the whole thing was being fouled up. Would you 
care to comment on that ? 

Mr. Baucuman. As far as the 3 percent subscription is concerned, 
we have heard that it is a deterrent. The purpose of the 3 percent 
is, of necessity you have to have capital and the only way you could 
acquire capital readily is through the people or the organizations who 
have use and can make use of the facilities. They are the ones who 
should furnish the capital for it. 

Mr. Tuomas. Of course, if they were furnishing the capital in the 
first place you would not need FNMA. 

Mr. Baveuman. If they had the money there would be no need to 
sell mortgages to anybody else. 

Mr. Tuomas. There would be no need for FNMA at all because 
FNMA was set up for one purpose: To bolster the market and help 
out these people who wanted to buy homes and could not get money. 


PURPOSE OF SECONDARY MARKET 


Mr. Bavcuman. I do not quite agree with that. This secondary 
market operation was set up to provide supplementary assistance. It 
is to provide supplementary assistance for the home mortgage market 
by providing a degree of liquidity. FNMA would never be able to 
buy all the mortgages in the country. It was set up to provide a degree 
of liquidity. 

Mr. Tuomas. That is right. And of course this new setup has some 
tendency to nullify the general purpose. What was the motivating 
cause for setting it up? It was not to help the bankers out? 

Mr. BaveuMan. No, it was so that in times of short money supply 
FNMA would supply it on a temporary basis. 





Mr. Tuomas. Now FNMA is not furnishing any money and the 
purchasers of the mortgages are furnishing it? 

Mr. Baucuman. I again disagree with you, Mr. Chairman. We 
are furnishing some assistance in areas where capital is short. 

Mr. Pups. Do you take any risk? 

Mr. Baveuman. We purchase mortgages. The only risk we have 
is if we were called upon to sell mortgages at less than we paid for 
them. If you are going to organize this thing in some way you have 
to have capital and those who are going to use ‘the facility are the ones 
who should furnish the capital. 

Mr. Tuomas. Looking at it from that point of view, you are 100 
percent correct. Why have it at all, then? 

Mr. Baucuman. The trade organizations recommended it and 
wanted it. The idea was to have some other place to go for liquidity 
in times of stress. 

Mr. THomas. You mean the trade organizations recommended the 
change from the old setup to this new setup / 

Mr. Bavarian, Yes, sir. 


COMMON STOCK SUBSCRIPTIONS 


Do you want me to comment on the common stock ? 

Mr. Tuomas. Yes, it is all very helpful. 

Mr. Bavenman. On the common stock, of course being a new 
organization the trading value, or the amount you might realize on 
the common stock of a new corporation, is sometimes below its real 

value. That is not unusual. On top of that, a number of these peo- 
ple who do buy the stock apparently cannot continue to hold it. They 
have to get their money back to continue their building operations. 

Mr. Tuomas. Of course, this is a Government- “sponsor red organiza- 
tion and John Public does not expect anything that is Government- 
sponsored to have its value going down and down. That is what is 
happening with this stock. 

Mr. Baveuman. I disagree with you. I think the stock will go 
the other way. . 

Mr. Tuomas. This letter that I happened to see was not offering 
any premium, and it was not offering to buy the stock at the price 
paid for it when it was bought from FNMA. It was offering about 
50 or 60 percent on the dollar. This is a federally sponsored corpo- 

ration started with John Public’s money. The Government is back 
of it. It was created by an act of Congress and is regulated by the 
Congress. 

Mr. Bavucuman. We would like very much to see it sell at part or 
at a premium. However, we take no part in bringing that about, 
nor do we think it is our duty to do that. The stoc k eventu: lly, we 
believe, will prove itself. It is worth par or more than par. 

I made a summary to see how many people are selling the stock, 
where the stock is getting into hands other than those who or iginally 
purchased it, and it runs ‘about 7 percent that has been sold to outside 
people, which I do not think is unusual. 

Mr. Tuomas. That 7 percent I do not presume is in volume but in 
numbers. That means 7 percent lost a part of the cost of the original 
3 percent they put in the stock. 





1223 


Mr. Bavenman. That could be true. 

Mr. TrHomas. Not could be true; it is true. They did not get what 
they put into it. 

Mr. BaveuMan. We have not had what you would call recognized 
brokerage firms handling the stock. 

Mr. Tuomas. What has that to do with it, whether it is recognized 
or not recognized, if a person is buying it for less than what was 
originally paid for it? 

Mr. BaveuMan. If you get a recognized reputable brokerage house 
handling it 

Mr. Tuomas. That has nothing to do with it. The United States 
Government is pretty reputable. This is a corporation the average 
person thinks the Government is behind. How can a broker add to 
the value of it 

Mr. BavueuMan. Stock is a commodity. It is bought and sold just 
as anything else is bought and sold. That is true of any stock. 

Mr. Tomas. We cannot quibble with you on that. Go ahead with 
your statement. Excuse me for interrupting ) you. 


DIVIDENDS ON COMMON STOCKS 


Mr. Baucuman. The first dividend of $0.17 on each share of com- 
mon stock outstanding at the close of January 31, 1956, was declared 
during the month of January for payment on April 16 to holders of 
record as of January 31. 

Mr. Tuomas. January 31, 1956? 

Mr. Baveuman. Yes. We thought that would bolster the price. 

Mr. Tuomas. Then you did recognize it was going down ? 

Mr. Bavcuman. No. We were earning money and we thought it 
would help the trading value of the stock. We have just declared 
another dividend on the stock at a meeting held this morning. 

Mr. Tuomas. The fellow who bought this stock at 50 cents on the 
dollar 90 days ago did very well. 

Mr. BaucuMan., It is at the rate of 2 percent on a yearly basis. 

Mr. Tuomas. No information leaked out to the trade that you were 
going to start making dividend payments? 

Mr. Bavenman. Absolutely not. 

Mr. Tuomas. Go ahead. 

Mr. Baveuman. The first dividend of $0.17 on each share of com- 
mon stock outstanding at the close of January 31, 1956, was declared 
during the month of January for payment on April 16 to holders of 
record as of Janu: ry The start of dividend payments is expected 
to have a marked aside on the market price of ‘the common stock 
and consequently upon the volume of the Association’s future second- 
ary market activities. 

Since November 1, 1954, more than 900 banks, mortgage companies, 
and other similar organizations have indieated their intention to use 
FNMA’s secondary market operations, and have executed selling or 
servicing agreements. During the 14 months of operation through 
December 31, 1955, 16,538 mortgages have been offered to FNMA for 
purchase ; 12,32 9 have been approved for purchase, 1,300, or 8 percent, 
have been determined to be unacceptable for purchase, and 9,484 
totaling $86 million have been purchased. These purchases related to 
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properties located in 41 States, the District of Columbia, and Hawaii, 
and represented transactions involving 249 sellers. A summary of 
FNMA’s secondary market operations follows: 


Amount of 


-eriod Approvals shases 
Period Approval Purchases purchases 


: November-December_________-____- sos : 19 2 | $24, 000 
a he 319 147 | 1, 049, 000 
i I 8 his) ko See et Fie eer yee ete oe 40 1, 595 1,026 8, 394, 000 
CE ea ee eT haat 3, 263 2,312 | 20, 284, 000 

4th quarter cee * 7 ; ; 7, 133 5, 997 | 56, 322, 000 


Monies isk 2 tL ooh. A 2 . ‘12, 329 9, », 484 86, 073, 000 


NET EARNINGS 


The Association’s net earnings in its secondary market operations 
between November 1, 1954, and Dec ember 31, 1955, after expenses and 
after the establishment of reserves for losses of $43,037 and provision 
for the payment to the United States Treasury of $323,561 as the 
equivalent of Federal income taxes, amounted to $319,641. 

Mr. Tuomas. That is the net? 

Mr. BaucuMan. That is the net. 

Mr. Tuomas. What is the gross? 

Mr. Baveuman. That is the net before dividends. The gross would 
be $643,000 before taxes. 

From these earnings, provision has been made for the payment 
of $144,269 to the Secretary of the Treasury as the full amount of 
cumulative dividends on the preferred stock, leaving a balance of 
$175,372 to be transferred to general surplus. 


PURCHASE OPTION PLAN 


The Association has recently supplemented its usual purchasing pro- 
cedure in its secondary market operation by the adoption of a pur- 
chase option plan which is expected to go a long way toward meeting 
the financing needs of the home- building industry. Under the plan, 
FNMA will not only purchase acceptable mortgages from sellers at 
FNMA’s current pureh: ise price in the usual manner, but will also, 
concurrently, permit the sellers to obtain a 9-month purchase option 
to repurchase the same mortgages at the FNMA purchase price. Sell- 
ers wishing to acquire such a ‘purchi ise option will be charged a fee 
equal to 1 percent of the unpaid principal amount of the mortgages 
involved and, in addition, will pay the usual purchase and marketing 
fee and will comply with the usual stock subscription requirement. 
This new procedure will enable mortgagees, during the term of the 
purchase option, to have an additional period of time in which to 
market these mortgages; sellers will be able to raise immediate cash on 
their mortgages in larger amounts than is available under the cus- 
tomary borrowing or rediscounting operations; the character and 
scope of the Association’s basic functions will be maintained within 
the basic form contemplated by the existing charter act. 

The purchase option plan, although a new procedure, can become 
the source of a large volume of new business in the secondary market 
operations, but with respect to purchases and also as to sales. This 
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would particularly appear to be true if the mortgage market situa- 
tion were to improve and if such improvement were to be maintained 
ona continuing basis. 

The FNMA secondary market operations are, in our opinion, well 
conceived and have done a good job toward accomplishing their 
statutory purposes. It is also our view that the secondary market 
operations have functioned to alleviate the tightness of the general] 
secondary mortgage market. Furthermore, there is ample reason to 
believe that the « operations will be used to an increasing extent as the 
nature of the service becomes better known, with progressively greater 
favorable effect on the general secondary mortgage market. “AML of 
the foregoing factors have been taken into consideration in formulat- 
ing our budget request for fiscal year 1957. 


SPECIAL ASSISTANCE FUNCTIONS 


Under spec ific authorization by the President of the United States, 
or by the Congress, FNMA provides special assistance for the finane- 
ing of selected types of residential mortgages (including participa- 
tions) that are originated under special housing programs. Provi- 
sion is also made for furnishing special assistance through the pur- 
chase of home mortgages generally as a means of retarding or stop- 
ping a decline in mortgage lending and home building activities which 
threatens materially the stability of a high level national economy. 
This latter provision is not expected to become operative during fiscal 
year 1957. To effectuate these objectives, FNMA, when and as di- 
rected by the President, may expend a sum outst: inding at any one 
time of $200 million for purchases and commitments to purchase 
whole mortgages and an additional $100 million for commitments 
to purchase 20 percent participations in mortgages. In addition, the 
Congress has authorized FNMA to expend an amount outstanding 
at any one time of $200 million for purchases and commitments to 
purchase armed services housing mortgages and $50 million for com- 
mitments to purchase mortgages on cooperative housing. 

Funds for the conduct of the special assistance functions are ob- 
tained by borrowing from the United States Treasury. These func- 
tions are conducted solely for the account of the Government. 

Mr. THomas. That is $500 million total? 

Mr. Hanp. $550 million. 

Mr. Tuomas. And you go directly to the Treasury for those funds ? 

Mr. Baveuman. That is correct, that is on special assistance. 

Mr. THomas. You have two special programs / 

Mr. BaveuMman. Special housing programs and the secondary 
market operations. 

Mr. Tuomas. Go ahead. 

Mr. BaveunMan. Sellers are not required to purchase common stock 
in connection with tse sale of mortgages to FNMA in the special 
assistance functions. 

Thus far, the President has authorized FNMA to employ $160 
million of its special assistance funds for purchases and commitments 
to purchase whole mortgages, and $50 million for 20 percent participa- 
tions, covering (1) housing intended primarily for victims of major 
disasters, such as hurricanes and floods, (2) housing in Guam, (3) 
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housing constructed or rehabilitated under urban renewal programs, 
(4) ) housing in Alaska, and (5) housing in connection with defense 
and military programs. 

Mr. Tuomas. They all total how much ? 

Mr. BavcuMan. $160 million for the purchase of whole mortgages, 
and $50 million for 20 percent participations. 

In order to utilize the $50 million for 20 percent participations it 
will be necessary that $200 million of private funds for 80 percent 
participations be invested by private mortgagees. The total of $210 
million of FNMA funds plus $200 million of private funds—$410 
million—if employed to the maximum extent authorized by the Presi- 
dent, would constitute “special assistance” with respect to mortgages 
in the five named categories, as follows: 

Million 
Housing for victims of major disasters________- ‘ we $10 
Housing in Guam_ - 15 


Housing construc ted or rehabilitated under urban renewal programs___--. 350 
Housing in Alaska < . sollte taieeatpare 10 
Housing in connection with defense or military programs ; 25 

Mr. Puiuurrs. Is that supposed to be expenditures within the fiscal 
year ? 

Mr. Baveuman. This is purely an authorization. 

The urban-renewal program is just now getting under way and 
it is expected that the Association will be ¢ alled upon to participate 
to a substantial extent in the financing of that program; similarly, 
substantial FNMA participation is also expected in connection with 
the financing of the more recently authorized programs for coopera- 
tive and armed services housing. These expectations are reflected in 
our budget request for this function. 


MANAGEMENT AND LIQUIDATING FUNCTIONS 


Under the management and liquidating functions the Association 
is required to manage and liquidate its portfolio of mortgages exist- 
ing as of October 31, 1954, including mortgages to be acquired under 
commitment contracts issued on or prior to that date, in an orderly 
manner with a minimum of adverse effect upon the home mortgage 
market and minimum loss to the Federal Government. This func- 
tion is also conducted solely for the account of the Government. 

The Association’s management and liquidating portfolio and pur- 
chasing liability on August 2, 1954, the approval date of the new 
FNMA charter, aggregated $3, 152 million, consisting of mortgages 
with unpaid principal balances of $2,415 ‘million and undisbursed 
commitment contracts totaling $737 million. As of December 31, 
1955, the total FNMA portfolio and purchase liability had declined 
from $3,152 million to $2,613 million—a reduction of $539 million or 
17 percent. Mortgage sales accounted for $169 million of this 
reduction. 

The Association has, for the time being, suspended the sale of its 
mangement and liquidating portfolio of mortgages pending a review 
of the mortgage market situation. This action by the Association is 
believed to have relieved, in some degree, the tightness of the mortgage 
market. 

The charter act provides that the Association should “to the maxi- 
mum extent, and as rapidly as possible” refinance its indebtedness to 
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the Treasury under the management and liquidating functions. Dur- 
ing 1955 FNMA refinanced $570 million of this debt. 


SUMMARIZATION 


The foregoing comments emphasize that the Congress, by the Char- 
ter Act, has imposed upon FNMA additional workloads and wholly 
new responsibilities. Some examples of these will be cited. 

In the discharge of its responsibility under the Charter Act, FNMA 
is required to maintain separate accountability for each of its three 
activities, the secondary market operations, the special assistance func- 
tions, and the management and liquidating functions. In many re 
spects this requirement is tantamount to the operation of 3 corpora- 
tions instead of 1. 

Purchase transactions in the secondary market operations are re- 
stricted to mortgages that conform to the purchase standards of ood 
vate institutional investors, that is, to mortgages that are “market- 
able.” Each offer to sell mortgages to FNMA requires careful analysis 
by the Association of mortgage data and of other data bearing on the 
type of construction, age, location, and general suitability of the mort- 
gaged property itself, including the character of the environs, and 
frequently entails inspection of the physical property. All purchases 
of mortgages by the Association in its secondary market operations 
must be effected “at the market price for the particular class of mort- 
gages involved,” as determined by FNMA. To enable the Association 
to determine the correct market price, FNMA requests private buyers 
and sellers, at many locations throughout the Nation, to disclose 
periodically the details of individual private sales. The information 
thus gathered is analyzed, and the purchase prices which are applica- 
ble to individual transactions or groups of transactions are, insofar 
as the establishment of FN MA/’s prices is concerned, affected by sundry 
factors, such as the interest rate of the mortgage loan, the amount of 
the borrower’s equity, the geographical location of the mortgaged 
property, and the remaining term of the loan. 

The scope and character of the activities undertaken by the rechar- 
tered FNMA are, in many respects, very different from the Associa- 
tion’s prior functions and can be utilized by a larger and more diversi- 
fied group of sellers than was heretofore possible. 


AVAILABILITY OF MORTGAGE MONEY 


Mr. Tuomas. Yes; but does it make more money available to pur- 
chase homes than under the original act? That is an interesting phase 
of it, too. What is your judgment on that? 

Mr. BaucuMan. Well, I would not know how to answer that. 

Mr. Tuomas. The test is, how many mortgages have you bought 
this year compared with a similar period under the old act? 

Mr. BaueuMan. Of course we are only supposed to buy mortgages 
in areas where the funds are not available, and I think we have accom- 
plished that purpose. Remember the mortgage market was very good 
until midyear, and that is when we stepped into the picture. Our 
volume of business continued to increase through the end of the year. 

Mr. Tuomas. Do you think mortgage money is going to loosen up 


. 
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more in the months of February, March, April, May, and June than 
in the months of December and January? What-is the trend? 

Mr. BavueHMan. I think there will be available mortgage money. 
I think there is a great distinction, Mr. Chairman, between having no 
money at all and having money that requires a little higher cost for 
it than before. I think the demands on the money market from all 
sources have been as a result of the increase in interest rates. When 
you hear people talking about not having any money, I do not know 
if they are talking about the cost of money or that none is available. 
The increased cost is what they do not like. 

Mr. Tuomas. In other words, what you are saying is that there is 
always some money available if you want to pay for it? 

Mr. BavcuMan. That is correct. 

Mr. Tuomas. Is it going to loosen up or tighten up in the next 
2 or 3 months? 

Mr. Bavenman. I think it will stay tight 

Mr. Tuomas. For how long? 

Mr. BavcuMan. As far as I can see, the next 5 or 6 montlis. 

Mr. Tuomas. There is some opinion currently abroad to the effect 
that the market is loosening now and has been in the process of loosen- 
ing for 30 or 40 days and that the time is not far distant when there 
will be ample money, that is, ample at such rates as people will be 
willing to borrow it. Are you going to have a reasonably satisfactory 
market in contradistinction to a tight, unsatisfactory market ? 

Mr. Bavenman. I still think the money will cost something for the 
next 50r6 months. It will be available at a price. 

Mr. Tuomas. That is what the boys on the street call a tight money 
market. 

Mr. BavGuman. Yes. 

Mr. THomas. Go ahead. 

Mr. BaveHman. Consequently, the association has, since November 
1, 1954, conducted, and must continue to conduct in the future, a broad 
educational program designed to acquaint the public with the objec- 
tives and purposes of the FNMA facilities and the extent to which 
they may be utilized. 

In administering its special-assistance functions the association will, 
in accordance with the Charter Act, undertake to enter into commit- 
ments to purchase 20 percent “immediate partic ipations” in mortgages 
and to make “related deferred participation agreements.” The use of 
participations in financing the purchase of ‘small homes is wholly 
novel. There are no known procedures or customs to fellow. The 
worthwhile objective is to furnish special assistance with an outlay by 
FNMA of only 20 percent of the principal amount of the mortgages 
instead of 100 percent. A substantial educational undertaking is indi- 
cated. The association anticipates that it will be called upon to pro- 
vide a substantial volume of financial assistance in connection with 
the conduct of the urban renewal, armed services, and cooperative 
housing programs. 

The portfolio of the management and liquidating functions must be 
administered. At December 31, 1955, this portfolio consisted of 345,- 
870 mortgages securing unpaid principal balances aggregating $2,569,- 
778,000. On that date, there were outstanding commitments obligating 
the association to purchase additional mortgages aggregating 
$42.890,000. 





ADMINISTRATIVE EXPENSE 


Based on the workload resulting from the new and expanded oper 
ations, the estimated amount required for administrative expense 
under limitation for fiscal year 1957 is $4 million which is 1.3 percent 
more than the amount available for fiscal year 1956. Of this amount 
32.5 percent is estimated to be needed for the administrative expense of 
the secondary market operations, 10.0 percent for the special-assistance 
functions, and 57.5 percent for the management and liquidating fune 
tions. 

Thank you. 

Mr. Tuomas. The liquidating feature is about two-thirds of your 
activities / 

Mr. Baucuman. Yes, sir. 

Mr. Tuomas. That was a very good statement. You always make 
a good one. 

MECHANICS OF FNMA OPERATIONS 


Would you be good enough to give us the mechanics involved in 
your operations, where a mortgage originated and on down the line ¢ 
Take it step by step, from the creation of the mortgage until it comes 
up to you. How does it originate ? 

Mr. BaucHMaAN. Usually a builder or a seller of a property—I will 
refer to the builder first. The builder has an idea and plans for 
developing a number of houses. In turn he has to submit his plans to 
both FITA and VA and secure their approval, and they commit to 
insure once he gets it built. 

With that commitment from FHA, his next job is to go out and get 
his financing. He runs into the problems of his construction financ 
ing. Some banks will give him interim construction financing with- 
out a commitment to buy the mortgage until it is originated, and some 
demand he has a commitment. He usually gets the commitment from 
the local market or the eastern market. 

Mr. Tiomas. Most of it originates where the builder is going to 
build ¢ 

Mr. Baveuman, Yes. 

As far as FNMA’s secondary market operations are concerned, we 
do not get into any of these preliminary steps at all. The mortgage 
must be in existence. 

Mr. Titomas. How does the local bank protect itself on its interim 
financing ? 

Mr. BavcuMan. It is done either without a commitment or with 
a commitment. .He gambles if he is putting up money without a 
commitment. If he has the commitment as soon as it is originated he 
turns it over to the institution committed to purchase the mortgage. 


DISTRIBUTION OF FNMA PURCHASES 


Mr. Tuomas. Where does most of your business come from / 

Mr. BavGuaan. Mortgage bankers, 80 percent of it. 

Mr. Tuomas, And only 20 percent from the local banks ? 

Mr. BavGuMan. Ten percent from State and national banks and 
about 10 percent from the savings and loan people. 

Mr. Tromas. And the other 80 percent from what sources ? 
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Mr. Baveuman. Mortgage bankers. 

Mr. Tuomas. Are they located generally all over the country or are 
they located in the big financial centers of the country ? 

Mr. BaucuMan, They are located, I would say, all over the country. 

Mr. Tuomas. You have little and big ones? 

Mr. Bavcuman. We have all sizes of operators. I think Bettis 
would be the biggest we have. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. After that mortgage is created and the local man, 
whether it be a commercial bank, a State bank or national bank or a 
local mortgage company—and, of course, outside the big financial 
centers the mortgage companies will not be to large, that is, the aver- 
age ones will not be to large—he will get his money and turn it, will 
he not, and that is when he comes to you ? 

Mr. BaveuMan. He wants to sell the mortgage. He tries the 
private secondary mortgage market and if he cannot make a better 
deal there he comes to us. 

Mr. Tromas. Can he make a better deal with the eastern dealers 
than he can with you? 

Mr. BavcuMan. The deterrent on our secondary market operations 
is that they must buy stock in connection with offering mortgages 
tous. We have the market price in a particular State, we have aver- 
age prices, and are pretty close to the market. If he cannot sell his 
mortgage to the private secondary market he comes to us. 


PAYMENT OF PREVAILING PRICES FOR MORTGAGES 


Mr. Tuomas. You have a further limitation too, do you not? 
You cannot pay him—in this locality where the mortgage originates 
and where the land is situated—more than the prevailing price? 

Mr. BavueuMan. That is correct. 

Mr. Tuomas. And if that prevailing price has been discounted 5 
or 6 points, you cannot pay him more than that, whereas the same 
mortgage in another area might bring par? 

Mr. BaveuMAn. That is true. 

Mr. Tuomas. So you have not helped that particular section. 

Mr. BaveuMan. Yes, we do, because he goes to the private second- 
ary market, the insurance companies, savings banks, and we step in 
when they are unable to give him assistance. 

Mr. Tuomas. You help him out but he has to pay through the nose, 
does he not ? 

Mr. BavcuMay. It is not our intention to compete with the private 
market. Weshould have some slight deterrent. 

Mr. THomas. Here is a sick area and you help keep it sick. 

Mr. BaveunMan. I would not say that is true. I think in that area 
you will find some mortgages going out but some will not be able 
to go out at that particular time. Maybe in a few months there 
would be enough to take care of the demands in that area. 

Mr. Tuomas. The point I am raising—and I am not quibbling with 
you because it is a congressional act and you had nothing to do with 
the enactment of it, although I am sure you had something to do 
with formulating it—but this is contrary to usual action. Farm loans 
are made to farmers in certain sections of the country because other 
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money is not available at a particular price in their locality. We are 
not talking about what money is worth on Wall Street, but in this 
man’s backyard. FNMA is operated in a contrary way to that. 

Mr. Baveuman. I would like to clear that up, if I may. 

Mr. Tuomas. Surely. 

Mr. Baveuman. I am going back to the basic principle. We do 
not go in and support any particular area. If you were to go in 
with a special assistance or support program in a particular area and 
the Government put up the money to do it, I would think there is a 
distinction where the Government would step in and say that money 
is provided such as the farm-loan banks or whatever you referred to. 

Mr. Tuomas. I think it is amply clear in the record that that is 
not the purpose of FNMA, because it is obvious in these depressed 
areas FNMA does not add anything other than a little relief but 
still at a high price for the money. 

Mr. Bavueuman. We pay the current market price, but they do 
have to buy stock. 

Mr. Tuomas. In those areas the price is high and on top of that they 
have to buy 3 percent in stock. 

Mr. BaucuMan. Bear in mind we are only 1 year old and we are 
growing, but we will have a greater impact on the market as years 
goon. 

Mr. Tuomas. Unless you change the basic concept of the act you 
‘annot go in the depressed area, where money is high, and buy mort- 
gages at more than the price prevailing in that area. 

Mr. Baucuman. You should never buy any commodity at better 
than the going price in an area, I do not care if it is private business 
or Government. That would be foolish if we paid more than the 
prevailing price. If we did that we would be competing with private 
business and I do not think that is the purpose of a secondary market 
operation. 

Mr. Tuomas. Let us take a quick look at your budget. You have 
just about covered everything to be covered here. 


PURPOSES AND FUNCTIONS OF FNMA 


We will insert in the record at this point pages A-1, A-2, and A-3, 
Bh ps and functions of FNMA.” It is a nice statement. 


(T 


HOUSING AND HOME FINANCE AGENCY, FEDERAL NATIONAL MORTGAGE ASSOCIATION 


ne material referred to follows :) 


BUDGET ESTIMATES FOR FISCAL YEAR 1957 


The Federal National Mortgage Association is a corporate instrumentality 
of the United States, and a constituent agency of the Housing and Home Finance 
Agency. The Association’s general policies are determined by a five-man Board 
of Directors, of which the Housing and Home Finance Administrator is chair- 
man, ex-officio. The other four members are appointed by him. 

The President of the association is the association’s chief executive officer 
and is responsible for the general supervision of its business and affairs. The 
president of the Association exercises his power in consonance with general 
policies determined from time to time by the Board of Directors. 

Purposes and functions of FNMA 

The Housing Act of 1954 (Public Law 560) provided the Federal National 
Mortgage Association with a new corporate charter and greatly broadened the 
responsibilities of the association. This new charter act established in the Fed- 
eral Government a secondary market facility for home mortgages and provided 
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that the operations of such facility should be financed by private capital to the 
maximum extent possible. Including subsequent amendments, the Federal 
National Mortgage Association Charter Act (title III of the National Housing 
Act, as amended), now authorizes FNMA— 

(1) To provide supplementary assistance to the secondary market for 
home mortgages insured by the Federal Housing Administration or guar- 
anteed by the Veterans’ Administration. 

(2) Upon authorization by the President of the United States, or by the 
Congress, to provide special assistance for the financing of (a) selected types 
of home mortgages (pending the establishment of their marketability) 
originated under special housing programs designed to provide housing of 
acceptable standards at full economic costs for segments of the national 
population which are unable to obtain adequate housing under established 
home financing programs, and (6) home mortgages generally as a means of 
retarding or stopping a decline in mortgage lending and home-building ac- 
tivities which threatens materially the stability of a high-level national 
economy. 

(3) To manage and liquidate the mortgage portfolio of the association 
(acquired by purchase or which may be acquired pursuant to contracts en- 
tered into prior to November 1, 1954) in an orderly manner, with a mini- 
mum of adverse effect upon the home mortgage market and minimum loss 
to the Federal Government. 

The maximum of private financing of FNMA’s operations is being accom- 
plished by substituting private capital for Treasury financing in the secondary 
market operations; by issuing the association’s nonguaranteed obligations to 
private investors, in both the secondary market operations and the management 
and liquidating functions; and by obtaining maximum use of the 20 percent par- 
ticipation plan for mortgage purchases, under the special assistance functions. 
The plans for financing FNMA’s operations are explained in greater detail under 
the three operational justifications. 

These justifications discuss each function in the order indicated above, followed 
by a financial summary of program operations. The remainder of the volume 
contains discussions of FNMA administrative expenses by organizational unit 
and by object of expense. 

History of FNMA 

The Federal National Mortgage Association was established in 1938 to assure 
a secondary market for Federal Housing Administration insured mortgages. 
After World War II, the purposes of the Association were broadened to assure 
a secondary market also for Veterans’ Administration guaranteed mortgages. 
The Association, originally a subsidiary of the Reconstruction Finance Corpora- 
tion, was transferred to the Housing and Home Finance Agency by Reorganiza- 
tion Plan No. 22 of 1950. <A brief summary of the major legislative changes affect- 
ing the functions and financial limits of FNMA operations from inception appears 
at the end of this chapter. 

The new FNMA Charter Act redefines the responsibilities of the Association in 
providing assistance to the general secondary market for home mortgages. It 
provides for eventual private ownership, control, and management of the sec- 
ondary market operations of the Association. The special assistance functions 
which have now been established separately, with separate accountability, are 
comparable to the Association’s former activities, supplemented by the new 
authority granted FNMA to purchase 20 percent immediate participations in 
mortgages and to enter into related deferred participation agreements. The 
portfolio and outstanding contracts of the Association existing on October 31, 
1954, were required to be managed and liquidated (management and liquidating 
functions) in an orderly manner, with a minimum of adverse effect on the mort- 
gage market and minimum loss to the Federal Government. The new charter 
also prescribed that FNMA should be a constituent agency of the Housing and 
Home Finance Agency. 

1957 Budget assumptions 

The justification contained herein is based upon the President’s budget as 
submitted to the Congress. The basic assumptions underlying the budgetary 
estimates for fiscal year 1957 are as follows: 

(1) The organizational structure of the Association will remain as cur- 
rently constituted. 

(2) Funds for long-term investment will continue in relatively short supply 
in most sectors of the market and in most parts of the country. 

(3) The operations of the voluntary home mortgage credit program will 
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successfully influence the availability of long-term funds for mortgages on 
housing in remote areas and for members of minority groups. 

(4) FNMA will issue obligations at rates of interest which will be 
sufficiently attractive to private investors as (@) to permit a sizable re 
duction in the Association’s notes owed the Treasury and (}) to finance 
mortgage purchasing in its secondary market operations. 

(5) Private mortgage lending institutions will find it in their interests 
to participate in FNMA’s two newest financing methods: (a) subscrip 
tions for common stock concurrent with sales of mortgages to FNMA, 
in the secondary market operations; and (0) use of the plain for immedi 
ate and deferred participations for mortgage purchases under the special 
assistance functions, 

(6) The market for home mortgages will be such as to produce (with 
nominal discounts) the volume of mortgage sales estimated in the budget 


Organization 


The two charts which immediately follow this narrative show the organi 
zational structure of the FNMA Washington office and that of a typical ageney 
office in the field. The locations of these offices and the territory served by each 
follow the charts. 

No organizational changes are contemplated for the Association in the present 
budget. The Association will continue to operate as a single, integrated Goy 
ernment corporation, although charged with three different functions for 
which separate accountability must be maintained. 

FNMA derives all its funds for administrative expenses from its operating 
income, without appropriation from the general fund of the Treasury. A 
single administrative expense authorization supplies the entire Association. 

For efficiency and economy, staff and common services for all programs 
are consolidated so that there is a single legal staff, a single audit staff, a 
single accounting staff, and so forth. A majority of the employees of the total 
corporation work on or serve, and their expenses are charged to, more than 
one program or activity. An expense distribution system to maintain costs by 
program is kept in the official books, subject to audit. This system, which is 
accepted by the Bureau of the Budget and the General Accounting Office, is 
designed to produce reasonably accurate results without resorting to elaborate 
and expensive cost-accounting procedures. 


SUMMARY OF FNMA BUDGET 


Mr. THomas. We will also insert the summary of FNMA budget 
on page A-4. 
(The material referred to follows:) 


SUMMARY OF FNMA BUDGET 


The administrative expenses which are authorized annually by the Congress 
trom the Association’s income are justified in detail in other sections of this 
presentation. They are estimated at $4 million for 1957 which is $100,000 less 
than was authorized for fiscal year 1956 but $400,000 more than is estimated 
to be required for fiscal year 1956. This increase in estimated requirements 
is due entirely to increased activity in the secondary market operations and 
in the special-assistance functions. 

The net effect upon budgetary and trust expenditures for fiscal year 1957 is 
as follows: $254.7 million and $217 million, respectively, as compared with 
$114.4 million and $158.9 million, respectively, for fiscal year 1956. 

The following table shows actual and estimated administrative expenses, 
budgetary expenditures, trust expenditures, Treasury borrowings, and Treasury 
repayments for fiscal years 1954. 1955, 1956. and 1957. 


{In millions] 


1954 1955 
| 
Administrative expenses piedwcane , 3.6 | 3.3 3 
Net budgetary expenditures . —220.7 | 237.1) —114 
Net trust expenditures savalioanebaaes —84.0 158 
Treasury borrowings ae — 145.9 343. 4 164 
lreasury repayments. ...........---- ; 358.8 681.9 279. § 


72350—56—pt. 
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ADMINISTRATIVE EXPENSES 


Mr. Tuomas. The administrative expenses in 1954 were $3.6 million ; 
in 1955, $3.3 million; in 1956, $3.6 million ; and in 1957 a flat $4 million. 


ADMINISTRATIVE EXPENSES BY PROGRAMS 


I think we will go over to your “Administrative expense” justifica 
tion and put page ¥-2 in the record and the table on page F4, which 
shows administrative expense for the years 1955, 1956 and 1957 by 
activities: Secondary market operations, special assistance functions, 
and management and liquidating functions. 

(The mater ial referred to follows:) 


Programs covered by language 


The administrative expense language which appears in title II of the Inde- 
pendent Offices appropriation bill is an authorization to use corporate funds. 

The proposed language follows the text of the authorization as enacted for the 
current year (fiscal year 1956) with the following proposed changes : 

1. Change in the amount of the authorization for administrative expense from 
$3,950,000 to $4 million. 

2. Omission of the special limitation applicable to “Fees for contract legal and 
professional services” ; this special limitation was accomplished by the following 
language (now proposed to be omitted): “* * * administrative expenses not 
under limitation for the purposes set forth in the budget schedules for the fiscal 
year 1956 shall not exceed $150,000.” 

This omission is appropriate and desirable, especially in the light of the asso- 
ciation’s new mixed ownership characteristics effected by the Housing Act of 1954. 
The limitation covers fees for legal services which the association cannot estimate 
accurately in advance, but which are essential to the protection of FNMA’s sub- 
stantial mortgage portfolios and its interest in the properties covered by the 
mortgages. The expense represented by such fees is essentially nonadministra- 
tive in nature—for example, it is necessary to ascertain that liens and titles are 
marketable and acceptable, it is necessary to defend against adverse lien and 
other claimants, and from time to time it is necessary to establish the validity, 
sufficiency, and priority of the association’s liens. Also, such fees may neces- 
sarily be incurred in connection with the management and sale of acquired real 
estate; and in connection with other miscellaneous matters arising in the dis- 
charge of the association’s many responsibilities. The circumstances which 
bring about the need for the incurring of such legal fees change during each 
fiscal year and are influenced by fluctuating economic conditions. The associa- 
tion’s responsibility to the Government and to its private shareholders dictates 
the need for practical flexibility to incur legal fees whenever the interests of the 
association require protection. In any case the cost will be small indeed in 
relation to the value that is being protected. 

Since expenditures during the past 5 years have been substantially less than 
the limitations imposed, there is a basis for doubt whether such a limitation has 
any appreciable worth. A table comparing amounts expended with amounts 
available follows: 





Amount availa-| Amount ex- 


Fiscal year ble pended 





$221, 782 $221, 782 
150, 000 55, 842 
151, 000 34, 278 
151, 000 21, 314 
150, 000 | 31, 854 
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Hovusinac AND Home FINANCE AGENCY—FEDERAL NATIONAL MORTGAGE 
ASSOCIATION 


TABLE I.—Administrative expense comparison by activity 


Actual, 1955 Estimated, 1956 Estimate, 1957 


Activity Con- Con- | Con- 
Staff | tract Total Staff tract Total Staff tract Total 
expenses services} cost ‘expenses services| cost expenses |services cost 
| cost cost cost 


Secondary market 
operations. - -- $59, 089} ___. | $59,089) $825,000) $25, 000) $850, 000 $1, 300, 000 $1, 300, 000 
Special assistance | 

functions ___-_---.-- 4, 610}_..- 4,610, 200, 000 200,000 400, 000 400, 000 
Management and | 

liquidating func- | 
tions__-- 3, 249, 000) 


$31, 854/3, 280, 854 2, 500, ooo] 50, 000!2, 550, 000, 2, 300, 000 2, 300, 000 





A 312, 699 31, 8543, 344, 553} 3, 525, 000; 75, 000)3, 600,000, 4, 000, 000 4, 000, 000 


MANAGEMENT AND LIQUIDATING FUNCTIONS 


Mr. Tuomas. I believe it has been testified that management and 
liquidation of FNMA is 52 percent of your entire workload ¢ 

Mr. Baueuman. Fifty-seven percent. 

Mr. Tuomas. This year you want $4 million administrative expense, 
which comes from your own earnings and is not appropriated funds, 
against $3.6 million for 1956 and $3,344,553 for 1955. 

“Are those figures correct ¢ 

Mr. Hanp. That is right. 


PERSONAL SERVICES 
Mr. Tuomas. We will insert page F-5 in the record showing a 
breakdown of personnel by organizational units. 
(The material referred to follows :) 


TABLE II.—Comparison of personnel, by organizational unit 





| 7 
1955 actual 1956 estimate 1957 estimate 


| 
| | 
Organizational unit l — eo — 7 _ 
| Posi- | Man- | Posi- | Man- | Posi- | Man- 
— 


tions | years | tions | years | tions years 
| 


Departmental: 
Office of the President ‘i 
Office of the General Counsel. ._...........------ 
Office of the Controller_- 
Office of the Secretary-Treasurer 
Budget Division 
Examination and Audit Division 
Loan Administration Division.._...._._.__._-- 
Personnel Division 


Total departmental 


Field (agency offices): 
Office of the Agency Manager_................-- ; 
Cashier and Administration Services Division. __- 
Controller’s Division. 
Examination and Audit Division 
Legal Division 
Loan Division 
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Mr. Tuomas. You had a total of 680 positions in 1955; 628 in 1956: 
and you want 660 in 1957. Is that correct 

Mr. BavuGuman. That is correct. 

Mr. Tuomas. For the Office of the President you are requesting 8 
for 1957 against 8 in 1956. 


PERSONNEL INCREASES BY DIVISIONS 


In which divisions do you have the increase of about 32 positions / 
You jump from 33 to 35 in the Office of the Secretary-Treasurer. Is 
that correct ? 

Mr. Bavucuman. That is correct. 

Mr. Tuomas. You go from 12 to 14 in the Loan Administration 
Division. 

Mr. Bavcuman. That is correct. 

Mr. Tuomas. You go from 7 to 9 in the Personnel Division. 

Your departmental personnel load will be divided 106 positions in 
the headquarters office in 1957 against 102 in 1956. In the field you go 
from 526 this vear to 504 in 1957. 


WORKLOAD DATA 


How much increase in workload do you anticipate for sales and 
liquidation ¢ 

Mr. Hanp. That is on page F-8. 

Mr. Tuomas. I would like to read this sentence on F-7, which 
seems to be pretty good : 

The provisions of Public Law 560 do not change the principle operating func- 
tions (workload) of the Association which relate to administrative expenses. 
These operations continue to be (1) the pure hase of mortgages, (2) the sale of 


mortgages to investors, and (3) the servicing of mortgages in the Association's 
portfolios. 


That servicing charge will be charged to your liquidation expenses 
in proportion to the amount of mortgages you get rid of. Is that 
correct ¢ 

Mr. Baveuman. That is Correct. 

Mr. Tirromas. We will insert in the record at this point the table 
on page F- 

(The table referred to follows :) 


Table III which follows shows the related workloads for the 8 fiscal years 
covered by these estimates. 


TABLE III 


Manage- 
ment and 
liquidating 
functions | 


Secondary | Special 
market assistance | 
operations | functions 


Total 


Mortgage purchases: 
Fiscal year 1955 (actual) : tee 7 172 f 51,114 ; 
Fiscal year 1956 (estimate) -- ~~ _---- 25, 2 , 500 | 29. 700 
Fiscal year 1957 (estimate) penadieetan ; 39, 5, 145 . 54, 145 

Mortgage sales: 

Fiscal year 1955 (actual) . eee . , 338 338 
Fiscal year 1956 (estimate) - ; 2,5 . 3, 125 5 695 
Fiscal year 1957 (estimate) - -_- 5, 125 |_- 000 | 

Mortgage servicing (average): 

Fiscal year 1955 (actual) ___- : 5¢ ae 334, 341 334, 93 
Fiscal year 1956 (estimate) 2, 425 600 343, 845 356, 87 
Fiscal year 1957 (estimate) ---_- ‘ 40, 8, 770 319, 878 368, 75 

Administrative expenses 
Fiscal year 1955 (actual) __---- shuns $59, ORE $4,610 | $3,278,437 | $3, 342, 136 
Fiscal year 1956 (estimate) - - -- - $850, $200, 000 | $2, 550, 000 $3. 600, 000 
Fiscal year 1957 (estimate) - - -- alida ; $1, 300, $400, 000 | $2, 300, 000 $4, 000, 000 


sce itches eg Daeeipacecmcesanensitinnnh tlie adinanetn doesent aiicindapasidie apices in 
1 Exclusive of transfer from RFC. 





SPECIAL ASSISTANCE FUNCTIONS 


Mr. Tuomas. This statement on page F-8 is worthy of repetition: 

Under operations which commenced November 1, 1954, pursuant to Public Law 
560, FNMA is authorized to issue advance commitments under the special assist- 
ance functions only. It is estimated that commitments in the amount of $347.1 
million and $187.5 million will be issued in fiscal years 1956 and 1957 respectively. 
Also, under this program, it is estimated that FNMA will issue commitments to 
purchase participations in mortgages in the amount of $27.1 million and $58.9 
million during fiscal years 1956 and 1957 respectively. 

On page F-9 you say: 

It is estimated that during fiscal year 1956, $200.0 million in mortgages will be 
purchased under this program and $300.0 million purchased in fiscal year 1957. 
You are referring to your regular secondary market operations / 

Mr. Hanp. Yes, sir. 

Mr. Tuomas. That is a $100 million increase. Put your finger on 
that increase in your liquidation. 

We will insert page F—10 in the record. 

(The material referred to follows:) 

Management and liquidating functions.—Currently, it is believed that the 
$120.9 million in commitments outstanding on July 1, 1955, will either be pur- 
chased or canceled during fiscal year 1956 and no commitments will be carried 
over into fiscal year 1957. As of November 30, 1955, $44.7 million were out- 
standing. 

Sale 8s 


{In millions] 


Fiscal year | Fiscal year Fiseal year 
1955 1956 1957 





Secondary market operations - - - $20. 0 $50. 0 
Special assistance functions 
Management and liquidating functions 25. 0 150.0 


TN ai a . 15.0 200. 0 


Secondary market operations.—The statutory provisions setting forth the type 
of mortgages which may be purchased tend to enhance their salability. Not only 
are they mortgages of a select type but they will be sold at market prices, cur- 
rently estimated at one-half point above purchase price. The amounts of $20 
million and $50 million in sales in fiscal years 1956 and 1957, respectively, are 
estimated. 

Special assistance functions.—No sales of mortgages from this portfolio are 
estimated for fiscal years 1956 and 1957. This is to permit the growth of the 
portfolio to levels for which an effective sales program is practical. 

Vanagement and liquidating functions.—The volume of mortgage sales, $575.1 
million, by FNMA reached an all-time high during fiscal year 1954. This was 
due principally to two factors which had sales appeal to investors and to the 
availability of a large volume of money for home mortgage investment. Mort- 
gages were offered for sale with an agreement that FNMA would purchase 
mortgages from the holders of the agreement within a year in an amount equal 
to the sale. In addition, mortgages were offered for sale at discounts up to 4 
points in early fiscal year 1954, but were reduced to 2 points in January 1954. 

In fiscal year 1955 the availability of a large volume of money for home mort- 
gage investment disappeared and sales dropped to $201.1 million. The money 
market has continued to tighten to the point that as of December 31, 1955, only 
$4.5 million in sales had been achieved and only $25 million is estimated for fiscal 
year 1956. The estimate for fiscal year 1957 is $150 million. 
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Mr. Tuomas. I will read what I think it worthy of repetition on 
page F-10: 

It is estimated that during fiscal year 1957, $68.5 million in mortgages and 
$9.7 million in participations will be purchased from those carried over from 
fiscal year 1956 and from those issued during fiscal year 1957, leaving a carry- 
over into fiscal year 1958 of $336.4 million in commitments to purchase mortgages 
and $76.3 million in commitments to purchase immediate participations. 


MANAGEMENT AND LIQUIDATING FUNCTIONS 


Currently, it is believed that the $120.9 million in commitments outstanding on 
July 1, 1955, will either be purchased or canceled during fiscal year 1956 and 
no commitments will be carried over into fiscal year 1957. As of November 30, 
1955, $44.7 million were outstanding. 


MORTGAGE SALES 


In sales you show in secondary market operations $20 million in 
fiscal year 1956 and $50 million in fiscal year 1957; in management 
and liquidating functions you show $201.1 million in 1955, $25 million 
in 1956, and $150 million in 1957. That is a pretty good increase, 
without much increase in personnel in those two activities. 

Mr. Baveuman. That is right. We have an increase in purchases. 


MANAGEMENT IMPROVEMENT 


Mr. Tuomas. Iseethat. I note here this language : 


In keeping with FNMA’s policy, estimates have been held to a minimum 
feasible to coincide with good administration. 

That is a pretty good sentence. 

Mr. BauGHMAN. We mean it, too. 

Mr. Tuomas. You also say : 

Administrative 2ctions establishing management improvements have been the 
result of a continuous review of the Association’s operating practices by its 
supervisory officials and because of this review, the Association has been able to 
consistently reduce its cost of operations from $4,281,392 in fiscal year 1951 to 
$3,312,699 in fiscal year 1955, while, concurrently, the FNMA’s mortgage port- 
folio was increasing from $1.056 billion on June 30, 1950, to $2.567 billion on 
June 30, 1955. 


That is a good record; is it not ? 
INCOME AND EXPENSES 


Mr. Tuomas. Now let us see how much money you are making. We 
will insert page E-3 in the record at this point. 

(The material referred to follows :) 

The following table shows FNMA’s income and expense since transfer to 
HHFA: 


{In millions] 


: i ~ | r 
Fiscal year | Income Expense Net income 


1951 . ; : an $58 $36. | $22. 
1952 ’ ; ; | 75.9 | 47. | 28. 
1953 : coed : 92.8 | 59.4 | 33. 
1954 ae - 105. § 81. 24.8 
1955 ia ies 104. ! 69. § 34. 6 
1956 (estimated)__..__________ 112.6 | 79. ; 33. ; 
1957 (estimated) ___________- : : 13734 94. 6 22. 6 
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Retained earnings 


Prior to its transfer from the Reconstruction Finance Corporation in 1950, the 
Association paid dividends of $30.5 million to that corporation. Since its trans 
fer to HHFA, the Association has paid dividends of $60.5 million for return to 
the Treasury. The following table shows the net income, accumulative reserves, 
and dividends paid by FNMA since its transfer to HHFA: 


{In millions] 


Reserves 
Fiscal year { Net income | and retained Dividends 
earnings 


$34 
33 
35 
60.5 
ZB. ; 


1956 (estimated) 56 


| 
| 
| 
| 
1957 (estimated) | 22. 6 77. 3 


Mr. Tuomas. This is a very interesting table. For 1951 you had 
an income of $58.2 million, you had expenses of $36.1 million, so it 
gave you a net income of $22.1 million. 

Do the first 6 months of 1956 bear out your estimate for the full 
year? 

Mr. BaveuMan. Yes, sir. 

Mr. Tuomas. Your estimate for 1956 is income of $112.6 million, 
expenses of $79.3 million, or a net income of $33.3 million. That is 
about 33 percent on your gross income? 

Mr. Hanp. About 30 percent, sir. 

Mr. Tuomas. That is pretty good. 

You said your estimates for 1956 for the first 6 months were check- 
ing out for the full year estimates; is that correct ? 

Mr. Baveuman. Yes. 


PERSONAL SERVICES 


Put G-1 in the record. That is a breakdown of personal services 
between the field and the Department. 
(Information referred to follows: ) 


Personal Services 


| 
Positions es 5 680 628 660 
Annual salary. -.-...----- al om | $3, 206, 130 $3, 264, 824 $3, 443, 304 
Man-years._ ao s | 567.5 571.5 | 627.0 
BEE sb ddctktle bein hc Suded no debnde seams adetea $2,836,481 | $2,997,300 $3, 369, 500 


| 1955 actual | 1956 estimate | 1957 estimate 
| | 

| 

| 

| 
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These estimates represent an increase in fiscal 1957 over fiscal 1956 of 55.5 
man-years and a corresponding increase in personnel costs of $372,200. These 
increases are distributed as follows: 


1956 estimate | 1957 estimate Increase 
Man-years 


Washington . 92.8 100. 7 
Field . ; 478.7 526. 3 


Total - 571.5 | 627.0 


Personnel costs 
Washington $601, 000 $665, 800 $64, 800 
Field , 2, 396, 300 2, 703, 700 307, 400 


Total. a fie sige 2, 997, 300 3, 369, 500 372, 200 


The areas of increase are reflected in the table in each of the narratives which 
follow. 
DEPARTMENTAL 


The man-year estimates for each of the organizational divisions, together with 
departmental salary costs, are shown on the table on the following page. 


FIELD OFFICES 


Mr. Tuomas. Where are your offices? How many do you have and 
where are they located ¢ 
(The information referred to follows:) 


LOCATION OF FIELD OFFICES AND AREAS SERVED 


FNMA programs are carried out in 5 agency offices, servicing the 48 States, the 
District of Columbia, Alaska, Guam, Hawaii, Puerto Rico, and the Virgin Islands. 
| I ti { field 

. j zocation 0 1ek - saree 
HHFA region office Area served 


Peee Tl... 2. : ..| Philadelphia, Pa Connecticut, Delaware, District of Columbia, Maine, 

Maryland, Massachusetts, New Hampshire, New Jersey, 
New York, Pennsylvania, Rhode Island, Vermont, 
Virginia, West Virginia. 

Atlanta, Ga Alabama, Florida, Georgia, Kentucky, North Carolina, 
Mississippi, South Carolina, Puerto Rico, Tennessee, 
Virgin Islands. 

Chicago, Il-__- Illinois, Indiana, Iowa, Michigan, Minnesota, Nebraska, 
North Dakota, Ohio, South Dakota, Wisconsin. 

Dallas, Tex--.--- Arkansas, Colorado, Kansas, Louisiana, Missouri, New 
Mexico, Oklahoma, Texas. 

Los Angeles, Calif.| Alaska, Arizona, California, Guam, Hawaii, Idaho, Mon- 
tana, Nevada, Oregon, Utah, Washington, Wyoming. 


Mr. Tuomas. It shows the location of the field offices and areas 
served. You have an office in every city that the Administrator of 
the House and Home Finance Agency has an office, Philadelphia, 
Atlanta, Chicago, Dallas, Los Angeles? 

Mr. Baveuman. We don’t have one in New York. Our volume of 
business would not support an office there. We combined the two. 

Mr. THomas. Why would it not support an office in New York? 

Mr. BavGuman. We have done very little business in the northeast- 
ern part of the country. They have always had plenty of money for 
mortgages. 

Mr. Tomas. It reminds me of going to the office of the Voluntary 
Home Mortgage Credit Committee in New York. They said “We do 
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not do business here.” He said “All we do here is get the money from 
this country and send it to some other section. 


SECONDARY MARKET OPERATIONS 


Let us go back to the secondary market operations. Put the table 
on page B-1 in the record at this point. 
(The information referred to follows :) 


Secondary market operations—Program highlights 


{Dollars in thousands] 
Principal amount of mortgages 
actual 1956 estimate 


Mortgages on hand—beginning of year $9, 446 
Purchases during the year F $9, 467 200, 000 
Sales during the year : ; 20, 000 
Repayments and other credits - : 3, 000 
Mortgages on hand—end of year : 9, 446 186, 446 
Financing: 

Treasury purchase of preferred stock 

Subscriptions to common stock 

Nonguaranteed borrowing from the public 


Income 
Expenses 
Income tax equivalent 


Net income after tax equivalent 
Provision for dividends: 
Preferred stock 
Common stock. - - - 


Retained earnings, end of year___- 


PROGRAM ACTIVITY 


Mr. Tuomas. This is your new operation under the new act of 
November 1954 when you really got into action; is that right ? 

Mr. Bavcuman. Yes. 

Mr. THomas. You were not in business in 1955 under this section of 
this act. There was no business. 

Mr. BavucHmMan. We were in business, starting November 1, 1954, 
and we had very little business. Purchased $9 million worth of mort- 
gages under secondary market operations for fiscal 1955. 

Mr. Tuomas. At the end of the year you have it listed. Mortgages 
on hand beginning of the year 1956 you had $9,446,000, beginning of 
fiscal 1957 you estimate $186 million. That means you did about 
177 million last year. 

Mr. BaveuMan. We actually bought 200 million during the year 
and we are estimating sales of 20 million and repayment of 3 million 
which makes up the 177. 

Mr. THomas. That first-line “purchased during the year” does not 
add anything. 

Mr. Baveuman. That is correct. 

Mr. Tuomas. As far as I am concerned, you can leave it out. Pur- 
chased during year is a good line, $200 million in 1956 against esti- 
mated purchase of 300 million for fiscal 1957. 
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FUNCTION OF THE SECONDARY MARKET OPERATION 


I want to put this historical narrative part in the record, page B-2 
and page B-3. That is good information and some is worthy of 
repetition. 

(Pages referred to follow:) 


SECONDARY MARKET OPERATIONS 


Section 301 (a) of the new FNMA charter act states that the purpose of 
FNMA’s secondary market operations is to provide supplementary assistance 
to the secondary market for home mortgages by providing a degree of liquidity 
for mortgage investments, thereby improving the distribution of investment 
capital available for home mortgage financing. FINMA’s secondary market 
operations are provided for by section 304 of the FNMA charter act. 


GENERAL 


The general secondary market for home mortgages is not a highly organized 
market in the sense that markets for stocks and bonds or for agricultural 
products are organized. In the past, temporary shortages of mortgage funds 
have arisen in various sections of the country or for particular purposes. The 
serious effects of these shortages have demonstrated the need for a secondary 
market facility to assist in smoothing out the limited supply of funds which 
results from temporary or transient market factors. 


FUNCTIONS OF THE GENERAL SECONDARY MORTGAGE MARKET 


The functions of the general secondary mortgage market are twofold: (1) It 
facilitates the financing of housing in local communities by making available 
long-term funds at the disposal of large institutions in other parts of the country. 
and (2) it affords the investing institutions an outlet for the large amounts 
of funds with which they have been entrusted. 

The extent to which FNMA’s facilities will supplement the general secondary 
mortgage market will depend upon the relative availability and distribution of 
required mortgage credits. 

FNMA’s secondary market operations became operative November 1, 1954. 
Through December 31, 1955, 16,538 mortgages had been offered to FNMA for 
purchase—FNMA had accepted 12,329 of those offered. Of the 12,329 of mort- 
gages accepted for purchase, 10,517 had been submitted to FNMA and 9,484 of 
those submitted had been purchased. These facts and figures indicate a growing 
understanding of, acceptance of, and the need for FNMA’s secondary market 
operations. 

MORTGAGES ELIGIBLE FOR PURCHASE BY FNMA 


The purchase of mortgages for FNMA’s secondary market operations is 
restricted by statute to those which (1) are insured by the Federal Housing 
Administration or guaranteed by the Veterans’ Administration; (2) are of such 
quality, type, and class as to meet generally the purchase standards imposed by 
private institutional mortgage investors; (3) do not exceed $15,000 in principal 
amount for each family residence or dwelling unit; (4) cover residential prop- 
erty; and (5) were insured or guaranteed on or after August 2, 1954. Under 
the charter act, also, FNMA may not pay more than par (100); and may not 
purchase any mortgage that is offered by, or covers property held by, a Federal. 
State, Territorial, or municipal instrumentality. 

The Association’s Board of Directors has determined that the following types 
of mortgages have sufficiently widespread acceptance in the general secondary 
mortgage market to make them eligible for purchase under the secondary market 
operations : 

(1) GI mortgages guaranteed under section 501 of the Servicemen’s Re 
adjustment Act of 1944, as amended: 

(2) FHA mortgages insured under sections 2083 (b), 208 (i), 213 (in- 
dividual type), and 222 of the National Housing Act, as amended; and 

(3) FHA multifamily housing mortgages insured under section 207 of the 
National Housing Act, as amended, and FHA management-type cooperative 
housing mortgages insured under section 213. 
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The mortgaged premises must be located within the continental United States 
the Commonwealth of Puerto Rico, or the Territory of Hawaii to be eligible for 
purchase under the secondary market operations. 

In the interest of assuring sound operation, FNMA’s purchase prices, under 
the secondary market operations, are established, from time to time, at the 
market price for the particular class of mortgages involved, as determined by 
FNMA. This requirement of the charter insures that FNMA’s prices are con 
sistent with those in the general secondary market for home mortgages. The 
new Charter Act requires that FNMA’s prices, fees, and charges shall be such 
as to prevent excessive use of the Association’s facilities. 


FINANCING OF SECONDARY MARKET OPERATIONS 


Funds necessary for the secondary market operations are or will be obtained 
principally from: (1) the proceeds of preferred stock, which has been issued to 
the Secretary of the Treasury, (2) the proceeds of common stock, which is issued 
to sellers of mortgages to FNMA, (3) the sale of its debentures to the investing 
public or (in certain circumstances) to the Secretary of the Treasury, (4) re- 
coveries from portfolio activities, and (5) income. 

It is clear from the Charter Act and its legislative history that private par- 
ticipation in FNMA’s secondary market operations is to be encouraged. 


TERMINATION OF GOVERNMENT OWNERSHIP 


Funds of the corporation’s surplus applicable to the secondary market opera- 
tions will be available to retire the preferred stock held by the Treasury as 
rapidly as the Association deems feasible. Concurrently with the retirement 
of the last of the outstanding preferred stock, the Association will pay to the 
Treasury an amount equal to that part of the general surplus and reserves of 
the Association (other than reserves established to provide for any depreciation 
in value of its assets, including mortgages) which shall be deemed to have been 
earned through the use of the capital represented by the preferred shares. 

As promptly as practicable after all the preferred stock held by the Treasury 
has been retired, the law requires the Housing Administrator to transmit to the 
President for submission to the Congress appropriate recommendations for legis 
lation to make provisions to transfer to the owners of the outstanding common 
stock of the Association the assets and liabilities in connection with, and the con- 
trol and management of, the secondary market operations in order that such 
operations may thereafter be carried out by a privately owned and privately 
financed corporation. 


MORTGAGES ELIGIBLE FOR PURCHASE 


Mr. THomas (reading) : 


The Association’s Board of Directors has determined that the following types 
of mortgages have sufficiently widespread acceptance in the general secondary 
mortgage market to make them eligible for purchase under the secondary market 
operations: 

(1) GI mortgages guaranteed under section 501 of the Servicemen’s Re- 
adjustment Act of 1944, as amended; 

(2) FHA mortgage insured under sections 2083 (b), 2083 (i), 213 (indi- 
vidual type), and 222 of the National Housing Act, as amended; and 

(3) FHA multifamily housing mortgages insured under section 207 of the 
National Housing Act, as amended, and FHA management-type cooperative 
housing mortgages insured under section 213. 


The Board did not have much discretion in the matter. That is 
written into the act. 

Mr. Bavcuman. We are authorized under the act to buy FHA in- 
sured and GI guaranteed mortgages but within the act we can buy 
mortgages under certain sections. 

Mr. Tuomas. GI, FHA, and FHA multipurpose. This sentence is: 

The mortgaged premises must be located within the continental United States, 


the Commonwealth of Puerto Rico, or the Territory of Hawaii to be eligible for 
purchase under the secondary market operations. 
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In the interest of assuring sound operation, FNMA’s purchase prices, under 
the secondary market operations, are established, from time to time, at the 
market price for the particular class of mortgages involved, as determined by 
FNMA. This requirement of the charter insures that FNMA’s prices are con- 
sistent with those in the general secondary market for home mortgages. 

You do not want to compete with anybody. 

Mr. Bauguman. That is right. 

Mr. THomas (reading) : 

The new charter act requires the FNMA’s prices, fees, and charges shall be 
such as to prevent excessive use of the Association’s facilities. 


FINANCING THE SECONDARY MARKET 


Funds necessary for the secondary market operations are or will be obtained 
principally from: (1) The proceeds of preferred stock, which has been issued 
only to the Secretary of the Treasury— 

I put “only” to the Secretary in there— 

(2) the proceeds of common stock, which is issued to sellers of mortgages to 
FNMA, (3) the sale of its debentures to the investing public or (in certain 
circumstances) to the Secretary of the Treasury. 

Have you sold any to the public yet / 

Mr. BavGuMman. Yes. 

Mr. THomas (reading) : 


(4) Recoveries from portfolio activities, and (5) income. 
What is total sold to the Secretary of the Treasury ? 


PUBLIC AND PRIVATE BORROWINGS 


Mr. Bauecuman. We sold today 100 million 31% percent 9-month 
notes at par to the public. 

Mr. Tuomas. How much of that have you sold to the Treasury / 

Mr. Bavenman. Up to the present time our borrowing is approxi- 
mately $88 million but it will amount to about $100 million by the 
time we receive our money on the public financing on February 20, 
so we will pay them off. 

Mr. Tuomas. What is your total amount of borrowing now out- 
standing, including this $100 million you borrowed last week ? 

Mr. Baveuman. Total outst: unding amount of borrowings on sec- 
ondary market operations are at the present time $88 million. Our 
borrowings from the public falaw paid for on the 20th will be used 
to pay off the $88 million plus whatever additional borrowings between 
now and the 20th to the Treasury. 

Mr. Tuomas. How much cash on hand? 

Mr. Bavcuman. We don’t have much cash on hand. We borrow 
from day to day from the Secretary of the Treasury as we need thie 
money. 

Mr. Hanp. About $200,000. We try to keep it about $200,000. 


PREFERRED STOCK HELD BY TREASURY 


Mr. Tuomas (reading) : 


Funds of the corporation’s surplus applicable to the secondary market opera- 
tions will be available to retire the preferred stock held by the Treasury as 
rapidly as the Association deems feasible. Concurrently with the retirement 
of the last of the outstanding preferred stock, the Association will pay to the 
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Treasury an amount equal to that part of the general surplus and reserves of the 
Association (other than reserves established to provide for any depreciation in 
value of its assets, including mortgages) which shall be deemed to have been 
earned through the use of the capital represented by the preferred shares. 

Mr. Puiuuips. Do we know how much preferred stock is held by the 
Treasury ¢ 

Mr. Tuomas. He said around $88 million. 

Mr. BaugHMAN. We have issued a stock certificate to the Treasury 
in the amount of $92.8 million. We draw down preferred stock as we 
need it and as we grow and we only pay interest on the amount 
drawn down from time to time. 


EXPENDITURES 


Mr. Tuomas. Here it is set out on the bottom of page B—5. Net 
effect on budget expenditures, fiscal year 1955—you had $92.8 million 
net effect on trust operations minus $83 million. Does that mean 
you borrowed against your $92 million to the tune of $83 million ¢ 

Mr. Hanp. No, sir, the difference between $83 million and $92 
million is what we borrowed during that fiscal year. 

Mr. Tuomas. Off the record. 

(Diseussion off the record. ) 


SpecrAL ASSISTANCE Program 


Mr. THomas. What about the special assistance program? We have 
already touched on that program. Put pages C-1 and C-2 in the 
record. 

(Information referred to follows :) 


SPECIAL ASSISTANCE FUNCTIONS 


Program highlights 


{In millions] 


Principal amounts of 
mortgages 


| 1956 estimate | 1957 estimate 


Mortgages and participations on hand, beginning of year - - 
Purchases of mortgages and participations__--_-_-_-_-- 

Sales - ne 
Repay ments and other credits.._........- 
Mortgages and participations on hand end of year AE 
Commitments issued to purchase mortgages and participations 
Purchases from commitments and commitments cancelled 
Undisbursed commitments, end of year ; 


The Federal National Mortgage Association Charter Act provides for a program 
of special assistance for home mortgages when, and to the extent that, the 
President has determined that it is in the public interest. The charter provides 
that special assistance may be extended to: 

(1) Selected types of home mortgages (pending establishment of their 
marketability) originated under special housing programs designed to pro- 
vide housing of acceptable standards at full economic costs for segments of 
the national population which are unable to obtain adequate housing under 
established home-financing programs, and 

(2) Home mortgages generally as a means of retarding or stopping a de- 
cline in mortgage lending and homebuilding activities which threatens mate- 
rially the stability of a high-level national economy. 
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The Housing Amendments of 1955 amended the provisions of the FNMA Char- 
ter Act so as to authorize the Association to enter into commitments, under its 
special assistance functions without specific Presidential authorization for the 
purchase of cooperative housing mortgages insured under section 213 of the 
National Housing Act, as amended, and to effect commitments and purchases of 
armed services housing mortgages insured under the new title VIII of that act. 


USE MADE OF SPECIAL ASSISTANCE 


FNMA’s budget programs in 1956 and 1957 do not envision the use of its spe- 
cial assistance functions to support the general home-mortgage market as set 
forth in paragraph (2) of the Charter Act provisions, i. e., it is not anticipated 
that economic conditions will be such as to necessitate special assistance for 
home mortgages generally to retard or stop a decline in mortgage lending or 
construction. 

However, programs involving new and unfamiliar types of mortgages, or mort- 
gages covering housing of a character different from that usually encountered 
by mortgage lenders, often fail initially to find sufficient mortage funds available 
to achieve the objectives intended by the Congress. On several occasions in 
the past, the Association has provided assistance in the early years of certain 
housing programs pending more widespread understanding and acceptance by 
private mortgage investors. 


STATUTORY AUTHORITY FOR SPECIAL ASSISTANCE PROGRAM 


Mr. Tuomas. Repeat the statutory authority on special assistance 
program. 

Mr. BavcuMan. It is on C-2. The Charter Act provides special 
assistance may be extended to selected types of home mortgages pend- 
ing establishment of their marketability 

Mr. Tuomas. Summarize it. You have three separate classifica- 
tions here. 

Mr. BavcuMan. Management-liquidation function, special-assist- 
ance function and secondary market operation. 

Mr. Tromas. You expect to buy in 1956 mortgages, purchase of 
mortgages and 

Mr. BaveuMan. $9.4 million under special assistance. 

Mr. Tuomas. You intend to increase it to $78.2 million ? 

Mr. BaucuMan. Yes. 

Mr. Tuomas. What is the nature of the mortgages to be bought in 
1957? 

Mr. BavcuMan. All special mortgages, urban renewal, Armed 
Forces—cooperative housing, Guam, Alaska, and disaster housing 
mortgages. 

Mr. Tuomas. Special only covers three. What are they ? 

Mr. BaveuMan. Covers mortgages in Guam, disaster mortgages, 
mortgages in Alaska, defense and military under the old program, 
Armed Forces housing mortgages, cooperative housing and urban 
renewal. 

Mr. Tuomas. Armed Forces housing is your big one? 

Mr. Bavueuman. And urban renewal. 

Mr. Tuomas. Urban renewal is the next big one. 

Mr. Baucuman. And cooperative housing. 

Mr. Tuomas. That is perhaps No.3. Guam and Alaska, and maybe 
your fourth category will be the disaster mortgage. Mortgages on 
hand at the end of 1957 will be $86.2 million on hand ? 

Mr. BauGHMaANn. Yes, sir. 
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MANAGEMENT AND LIQUIDATING FUNCTIONS 


Mr. Tuomas. Will you put D-1 in the record. 
(Information referred to follows :) 


MANAGEMENT AND LIQUIDATING FUNCTIONS 
Program highlights 


{Dollars in thousands] 


1955 actual | 1956 estimate | 1957 estimate 


Mortgages on hand, beginning of year_.- a $2, 301, 139 $2, 557, 771 | $2, 482, 771 
Putte kes sb accel. ise bated aecte | iii | 1 601, 025 105, 000 | 

GO to tadeckeedtubses% . ae 201, 097 25, 000 150, 000 
Re payments, ile d cle teens ciao calndietccueatesin 143, 296 | 155, 000 | 162, 
Mortgages on hand, end of year _ ; 2, 557, 7 2, a7 2, 170, 7 
Commitments on hand at the beginning of ye ar- : 778, £ 5 

Commitments on hand at the end of year 


‘Includes $62.0 million in mortgages transferred from RFC. 


Mr. Tuomas. This is “The management and liquidation functions.” 
That is a big program. It shows that at the beginning of 1956 you 
had $9,557,771, 000 in mortgages; is that correct ? 

Mr. BauGuMan. Yes. 

Mr. Tuomas. For 1957 you will have at beginning of the year $2.482 
billion. You are not going to purchase any in 1957 ? 

Mr. Bavenman. We hope to be completely out of any purchases in 
1957. 

Mr. Tuomas. You bought 105 million in 

Mr. BaueuMan. Fifty-six. All weare obligated under management 
and liquidation functions is to buy against commitments outstanding 
at the time of the passage of the Charter Act, effective date of the 
Charter Act, August 2, 1954. 


MORTGAGE SALES 


Mr. THomas. Sales were $25 million for this year ? 

Mr. BaucuMan. That is the estimate. 

Mr. Tuomas. Against $150 million for 1957 and $201 million for 
1955? 

Mr. BaucuMan. That is correct. 

Mr. Tuomas. Are you going to still have at the end of fiscal 1957, 
S2,170.771,000 in old mortgages? 

Mr. Baveunman. That is correct. 

Mr. Tuomas. How many will you sell in that year ? 

Mr. BavGHMAN. 1957 we are estimating $150 million. 

Mr. Tuomas. I note this language: 

The Charter Act now provides, also, effective November 1, 1954, that for the 
purposes of the management and liquidating functions, and to assure that, to the 
maximum extent, and as rapidly as possible, private financing will be substituted 
for Treasury borrowings otherwise required to carry mortgages held in this 
portfolio, the Association is authorized to issue notes or other obligations for sale 
to private investors. The proceeds of any such private financing are required 
to be paid to the Treasury in reduction of the outstanding indebtedness. 

Here is a table that sets out the origin and character of the port- 
folio. 

Mr. BaucuMan. That is historical. 
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SIZE OF MORTGAGE PORTFOLIO 


Mr. Tuomas. What was the greatest amount of mortgages you had 
in any one year under the old portfolio? 

Mr. Baveuman. I think the figure we have now of $2.6 billion 
is as big as we have ever had. 

Mr. Tuomas. What were your big years? Around 1950 through 
1955. 

Mr. BaveuMman. 1951, 1952, 1953, 1954. 

Mr. Tromas. Eight or nine or ten billion dollars ? 

Mr. BavguMan. No, our portfolio has never been—— 

Mr. Triomas. I mean total. 

Mr. Baveuman. Total purchases from the time we started were 
about $4.881 billion. 

Mr. Tromas. You have total mortgage purchases of $4,881,604,000. 
Insert the table at bottom of page D-2. 

(Information referred to follows :) 


ORIGIN AND CHARACTER OF THE PORTFOLIO OF THE MANAGEMENT AND 
LIQUIDATING FUNCTIONS 


As explained in the introduction to this justification, FNMA was initially 
chartered in 1938 as a Government-financed secondary market facility for FHA- 
insured mortgages, and its field was subsequently expanded to include VA- 
guaranteed home loans. This portfolio of FNMA, which will be managed and 
liquidated pursuant to the Charter Act, is the net result of the Association’s 
activity during almost 17 vears of operation under the preceding charters. A 
cumulative summary of these operations through November 30, 1955, is shown 
in the following table: 

[In thousands] 


FHA Tf Total 


Mortgage purchases_----- $1, 874, 401 $3, 007, 203 | $4, 881, 604 
Mortgage sales ; | 692, 447 | 937, 439 1, 629, 886 
Repayments and other credits | 299, 117 | 414, 159 713, 27¢ 
Mortgages in portfolio, end of period__-- 882, 837 | 1, 655, 605 2, 538, 442 
Undisbursed commitments and advance contracts outs stand- | 

ing end of period---------- ie Aves : | 41, 383 | 3, 359 | 44, 742 


Mr. Tuomas. This is your total FHA portfolio, $1,874,401,000 and 
$3,007,203,000 for VA mortgages ? 

Mr. Baveuman. That is right. 

Mr. Tuomas. Veterans got almost 80 percent more. 

Mr. Baveuman. A little better than 50 percent. 

Mr. Tuomas. Off the record. 


( Discussion off the record.) 
MORTGAGE SALES BELOW PAR 


Mr. Yates. I had a visitor last year, I think you may have had 
the same visitor, Mr. Phillips, who was in the contracting business 
and stated he was having difficulty because FNMA was depressing 
the mortgage market by selling mortgages at prices below the current 

ates in California. Does FNMA ever sell mortgages below the current 
market rates in various communities? I suppose you have heard this. 

Mr. Puirirs. Do you mean mortgages or the stock we were talking 
about ¢ 
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Mr. Yares. Liquidating mortgages and mortgage houses are buying 
their mortgages instead of —— 

Mr. Baveuman. None of our mortgages are priced except at par 
on basis of 414 percent yield. Mortgage market within the last year 
or year and a half has never been that firm that you sell 414 percent 
paper at par all the time. We never sold very many mortgages out 
of California anyhow. 

Mr. Putiurrs. What would you sell them for? How much have 

you sold mortgages for below par ? 
“Mr. Baveuman. We sell 414 percent paper; we are out of the 
market temporarily, but when we did have them in the market we 
offered 4- = paper at 96, 414-percent paper at par, 444-percent 
paper at 97.75 

Mr. Pures. Would that depress the market ¢ 

Mr. Yates. I do not think he was referring to that. 

Mr. Baueuman. I think he thought the prices we paid for mort- 
gages out there under the secondary market were not as good as he 
thought they should be. We have just explained how to fix the 
prices, but they take into consideration I am afraid the stock require- 
ment that they must buy stock in addition to receiving the purchase 
price. We do fix our prices at the average market price. 

Mr. Yares. I think that is the way he meant you were depressing 
the market. 

Mr. Puituirs. Let us put in here, because I asked this off the record 
before—how much this stock which you refer to—how much of that 
has been sold to individuals who were not the original purchasers ¢ 

Mr. BaucuMan. I would say approximately 7 percent. 

Mr. Puttuies. That would be about how much in money ? 

Mr. BaueuMan. It would be about $175,000 or $185,000. 

Mr. Puiuuips. It did not seem that was an appreciable amount that 
would seriously affect it. 

Mr. Yates. How many of your 4-percent mortgages have you sold 
at 96 in dollars ? 

Mr. BaveuMan. I can put it in the record. 

Mr. Yates. Is that in the justification ¢ 

Mr. Hanp. No, sir. 

Mr. BaucuMan. We haven't sold much this year. 

Mr. Yares.. How much did you sell last year / 

Mr. BaveuMan. 201 million. 

Mr. Yates. How much the year before ? 

Mr. Baucuman. About 575 million. 

Mr. Yates. You sold approximately three-quarters of a million 
dollars in mortgages for 96 ? 

Mr. Hanp. No. 

Mr. Yates. That was my question. I asked how many of your 
4-percent mortgages did you sell at 96 2 ; 

Mr. BaucuMman. We could put it in the record. I will be glad to 
get it. 

Mr. Yates. How many of your 414 mortgages did you sell at 97.75 ? 

Mr. Bavenman. I will furnish it. We don’t have it here. 

(The information requested is as follows :) 


72350—56—pt. 2——-19 
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In thousands 
Total morteare sales at Giacounte:...w. seis ntsstnsi ens $721, 896 


4 percent mortgages sold at 96_ 242, 983 
4 percent mortgages sold at 98 431, 653 
4%, percent mortgages sold at 97. oo 10, 478 
4, percent mortgages sold at 99.7 36, T82 

Mr. Yates. You still do not t sell your mortgages to individuals? 

Mr. Bavucuman. No. 

Mr. Yares. Nor to veterans? 

Mr. BavenmMan. We have suspended the sale of them. 

Mr. Yares. Even at par? 

Mr. Baucuman. Yes. 


TRANSFER OF FNMA TO PRIVATE OWNERSHIP 


Mr. Yates. I was not here at the start of the hearing. Did you 
describe how the transfer of FNMA to private ownership will take 
place ? 

Mr. Baveuman. Yes, sir. 

Mr. Yates. Has it been completed ? 

Mr. Baucuman. It will not be completed until such time as we 
accumulate sufficient stock subscriptions to pay off the Secretary of 
the Treasury. 


DIVIDENDS ON COMMON STOCK 


Mr. Yates. What was the dividend ? 
Mr. Baveuman. One for the month of January, 17 cents to stock- 
holders of record January 31, and this morning at a board meeting 


we declared a dividend for the month of February, stockholders of 
record February 27, 17 cents, both payable April 16, 1956. 

Mr. Yates. What was the par value / 

Mr. Baveuman. $100. 

Mr. Yates. Who can buy it? 

Mr. Bavcuman. The only people who can buy it from us are people 
who use the facilities and they buy it in connection with any mortgages 
they sell to us. They must subscribe to 3-percent stock of the unpaid 
balance of the mortgages they sell to FNMA. Once they own the 
stock it is freely transferable and anybody can own it or purchase it. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Yates. Does the stock have a value between individuals lower 
than par value? 

Mr. Baucuman. We have heard of sales of our stock anywhere from 

$51, or $52, up to $75 a share. We don’t follow that or take any part 
in it. 

Mr. Yates. What is the par value? 

Mr. Bavucuman. A hundred. 

Mr. Yares. I thought it was 50? 

Mr. Baucuman. I don’t think there is anything unusual about that, 
“a new corporation, until it gets established. 

Mr. THomas. What about the Ford Foundation ? 
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Mr. Puituips. Would you call that a new corporation ? 
Mr. Tuomas. Technically I guess it is. 
Thank you, gentlemen. It is always nice to see you. 


JANUARY 26, 1956. 
FEDERAL HOME LOAN BANK BOARD 
WITNESSES 


WALTER W. McALLISTER, CHAIRMAN OF THE BOARD 

IRA DIXON, BOARD MEMBER 

WILLIAM J. HALLAHAN, BOARD MEMBER 

CLARENCE S. SMITH, ASSISTANT TO THE BOARD 

WILLIAM H. HUSBAND, GENERAL MANAGER, FS&LIC 

VERNE C. BONESTEEL, DIRECTOR, DIVISION OF EXAMINATIONS 
THADDEUS CORCORAN, BUDGET OFFICER 


Administrative expenses 


1955 actual | 1956 estimate | 1957 estimat« 


Program by activities: 
1. Executive direction and staff services. - - $296, 090 $361, 346 $390, 810 

. Examination and supervision of Federal home loan 
banks. .-.... 22, 708 151, 476 | 167, 012 

3. Supervision of Federal and “State-chartered institu- 

ee | 3, 069 184, 73: 205, 244 

4. Chartering of Federal savings and loan associations 
and branches thereof , 044 61, 70, 461 
5. Fiscal and housekeeping services. - ---- 71, 914 218, 967 261, 473 


Total administrative expenses_- ‘ 780, 825 978, 400 1, 095, 000 
I . 


Financing: 
Limitation a : = 80, 825 920,000 | 1, 095, 000 


Proposed supplemental due to pay incre ases = 58, 400 


Accrued administrative expenditures by objects 


Object classification 1955 actual | 1956 estimate | 1957 estimate 


Total number of permanent positions. -- -- | 138 154 | 164 
Average number of all employees. - - ------- 116 | 138 154 
Number of employees at end of year------ ree 118 | 145 | 156 


Average salaries and grades: 
General schedule grades: 
Average salary ao reas : $5, 757 | $6, 186 | $6, 224 
Average grade oss a 8-8. GS-8.3 | GS8-8.3 


Personal services: 
Permanent positions __- ‘ - eal $699, 261 | $871, 609 $968, 129 
Regular pay above 52-week base. _- = 2, 924 3, 621 
Payment above basic rates___-- ---- i 2, 063 — 


Total personal services Sains 704, 248 875 » 230 968,129 


a I a ba int ea woneanbden 704, 248 | “875, 230 968, 129 
Travel > 28, 314 | 42, 400 51, 500 
Transportation of things jks oe 1, 050 | 1,310 1, 552 
Communication services- - jadesaas« 18, 109 | 20, 066 22, 039 
Rents and utility services ‘ aa 134 1, 888 3, 780 
Printing and reproduction------.--.-- 693 5, 100 4, 600 
Other contractual services ta 8, 655 9, 560 10, 485 

Services performed by other agencies__- patie teas | 3, 389 | 6, 325 | 6, 475 
Supplies and materials__----~------- isin i | 9, 094 13, 251 | 18, 600 
Equipment a oe ee », 545 2, 400 | 7, 080 
Refunds, awards, and indemnities.______- ’ 100 | 100 
Taxes and assessments... -- -- yea aduswunena Sal 504 | 770 | 660 





Total accrued administrative expenditures_------ . 825 978, 400 | 1, 095, 000 
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Nonadministrative expenses 


1955 actual | 1956 estimate | 1957 estimate 


Program by activities: 
1, Executive direction and staff services ' | $125, 731 | $157, 371 | $175, 393 
2. Exagnination of savings and loan associations___- ao 2, 285, 893 | 3, 008, 429 | 3, 674, 607 


Total nonadministrative expenses 5 2, 411, 624 3, 160, 800 3, 850, 000 


Financing: 
Limitation at a cers ae 2, 411, 624 2, 995, 000 | 
Proposed supplemental due to pay increases_-_.......-....-.-- Ricci eed 165, 800 


Accrued nonadministrative expenditures by objects 


Object classification 1955 actual | 1956 estimate | 1957 estimate 
' 


Total number of permanent positions shana shied scdrerleis 429 | 467 | 505 
Average number of all employees ail 333 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary — 
Average grade =e : GS-7.9 | 


Personal services: 
Permanent positions -----| $1,704,573 
Regular pay above 52-week base 6, 963 


| 
: rr -— | 
Payment above basic rates , - ; 1, 224 


$2, 281, 282 $2, 618, 451 
9, 474 |_- 5 


Total personal services 5 1, 712, 760 
Deduct portion not chargeable to limitation_-___---- 4,983 | 


2, 290, 756 2, 618, 451 

Net personal services , 707, 777 2, 290, 756 2, 618, 451 
Travel : ' 507, 847 | 641, 860 | 971, 000 
Transportation of things ; 284 | 2, 050 2, 550 
Communication services 675 | 41, 570 46, 700 
Rents and utility services a Saal 41, 623 | 45, 180 46, 500 
Printing and reproduction ; 218 | 7, 500 | 7, 450 
Other contractual services _ - Sctcsmecal 5, 883 10, 250 | 11, 700 

Federal Home Loan Bank Board services , O82 97, 840 109, 500 

Services performed by other agencies —— 87 500 =a 
Supplies and materials s 8, 188 12,000 | 3, 000 
Equipment wade 9, 920 8, 204 , 649 
Taxes and assessments -- -- ene ; 9, 040 3, 000 2, 500 


| 





Total accrued nonadmiristrative expenditures__._._.-_-| 2, 411, 624 3, 160, 800 000 
| | 





Amounts available for obligation 


1955 actual 1956 estimate | 1957 estimate 


sei a — | 


Unobligated balance brought forward (authorization to | 


expend from public debt receipts) $1, 000, 000, 000 | $1, 000, 000, 000 $1, 000, 000, 000 
Unobligated balance carried forward (authorization to | 


expend from public debt receipts) __- ...------|—1, 000, 000, 000 |—1, 000, 000, 000 | —1, 000, 000, 000 


Obligations incurred _-__- 


Mr. 'THomas. The committee will come to order. We have with us 
this afternoon the Federal Loan Bank Board. It is nice to see its 
very able and affable Chairman here with us—Mr. McAllister. 

We are delighted to have his colleague, Mr. Dixon, a member of the 
Board; Mr. William J. Hallahan, also a member of the Board; Mr. 
Clarence S. Smith, assistant to the Board; Mr. William H. Husband, 
General Manager, Federal Savings and Loan Insurance Corporation ; 
Verne C. Bonesteel, Director, Division of Examinations; and Thad- 
deus Corcoran, budget officer, with him. 





1253 


Mr. Chairman, if you or any of your associates or colle ~agues have 
a statement, we will be delighted to listen to you for as long as you 
want to talk. 


GENERAL STATEMENT 


Mr. McA.uister. We won’t indulge on your kindness to that extent, 
Mr. Chairman. I would just like to present the statement I have, and 
let it be in the record, and just briefly comment upon it, if that is 
agreeable with you. 

“Mr. THomas. That is a good idea. 

(The statement referred to is as follows :) 


STATEMENT OF MR. WALTER W. MCALLISTER, CHAIRMAN, FEDERAL HOME 
LoAN BANK BOoArp 


Mr. Chairman and members of the committee it is a pleasure once again to 
appear before your committee to review with you our 1957 budget and the 
savings and loan business which our Board supervises. 

I am happy to report that since our appearance before you last year the Board 
was granted its independence. The savings and loan business is highly appre- 
ciative of this action by Congress and feels that such aetion recognizes the 
maturity of the savings and loan business and its ever-growing importance as 
a segment of the financial structure of the economy. 

Our budget, as you know, is presented in three parts consisting of: 


Budget 


athe ts. 
re 


Employees 





Federal Home Loan Bank Board Galbelmaiiee Oa ee 57.6 $1, 095, 000 


Division of Examinations i x dnaabaae 7 7.9 3, 850, 000 
Federal Savings and Loan Insurance C orporation.. steaiaseleet toss ‘ ‘ 84.5 | 596, 000 


720.0 5, 541, 000 


The budget is based on three considerations: (1) The need for maintaining 
operations in a current status, (2) the Board’s policy of efficiency with economy 
in all of its operations, and (3) on the assumption that normal economic condi- 
tions will exist during the budget year. 

The funds used by the Board to defray all of its budget expenses come from 
private sources; appropriated funds or tax dollars are not used in any of its 
operations. 

Now, let me address myself first to the activity in the savings and loan business 
last year. The savings and loan business established another outstanding record 
of growth and activity in 1955. In line with the most prosperous year in the 
Nation’s history, the savings and loan business also enjoyed its most prosperous 
year and, in so doing, broke all existing records established by the business. The 
consistently rapid strides made by the business in recent years have helped to 
keep it the largest individual home-mortgage lender in the Nation; its share of 
the Nation’s home-financing in 1955 was approximately 37 percent. Contributing 
to this has been the greater understanding by the public of the character and 
strength of the savings and loan business and the security of the funds invested 
therein. 

The business looks forward to 1956 with cautious optimism. It expects 1956 
to exceed 1955 in all phases of its activities, but possibly not at the same rate 
of growth experienced in 1955. ‘Total assets, home-mortgage lending, new sav- 
ings, reserves and surplus, are all expected to continue their upward climb. 

In fiscal 1955, business activity of the savings and loan members of the bank 
system—when compared with 1954—resutled in increases as follows: Total 
assets 21 percent; new mortgage loans 34 percent; and net savings 18 percent. 
Substantial increases were also shown in the number of new savings accounts, 
earnings, savings capital, and reserves. 

Our 11 regional banks also felt the impact of the expansionary influences cur- 
rently active in the general economy and particularly in the savings and loan 
business. The combined capital of the banks, now owned entirely by the mem- 
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ver institutions, increased during the year by 17.9 percent, reaching $495.9 mil- 
lion at June 30 last. Their combined assets reached $1.7 billion, an increase 
of 24.5 percent during the same period; net income increased 31 percent; ad- 
vances made to members reached slightly more than $1 billion, an increase of 
46 percent over 1954; advances outstanding last June 30 were also slightly over 
$1 billion, an increase of over 50 percent during the year. 

In the Insurance Corporation, insured liability reached $27.4 billion last 
June 30, an increase of 21 percent in 1 year. In the same period, the number 
of insured members increased by 102; their combined assets increased by 22 
percent ; new loans increased by 35 percent; and reserves and undivided profits 
increased by over 16 percent. 

The reserve for losses of the Insurance Corporation increased by approximately 
16 percent, reaching $170 million last June. As of July 31 last, the Corporation 
had retired $45.2 million of the $100 million capital of the Corporation, leaving 
close to $55 million yet to be retired. It is hoped that the Government invest- 
ment will a. fully repaid by July 31, 1959. 

Turning now to the 1957 estimates of administrative and nonadministrative 
expenses, you will note that the estimates reflect increases in both personnel 
and dollars. We believe these increases are adequately justified in our sub- 
mission. Such increases reflect the continuing rapid growth of the savings 
and loan business and the increase in examining, supervisory, and regulatory 
activities of the Board, as well as an increase in the problems associated with 


such growth. 

The effect of such growth on the credit structure of the Nation was such that 
last fall, because of the general concern that the availability and use of easy 
housing credit terms—which were being used extensively up to that time, prin- 
cipally by prospective homeowners interested in FHA-insured and VA-guaranteed 
housing loans—had reached the point where they tended to get out of hand 
and contribute to inflation, it was necessary for the board, because of excessive 
demands on the 11 regional banks, to introduce credit restrictions on advances 
to members by the banks. These restrictions served the purpose intended so 
effectively that the board was able to modify them, making such modification 
effective as of December 9, 1955. 

In conclusion, let me say again that the savings and loan business forsees 
another busy year in 1956 with activity at a very high level. 

I thank you, gentlemen, for the opportunity of making this statement; I 
shall be happy to answer any questions you may wish to ask. 


Mr. McAtrister. One of the most important things that has oc- 
curred so far as the savings loan business is concerned since the last 
time we met with you gentlemen is the granting of independence of 
our Board. Of course, we are very glad of it. TI can also assure you 
that the savings and loan business is exceedingly appreciative of the 
recognition of its business by Congress in granting our independence. 


COMPOSITION OF BUDGET REQUEST 


Our budget, as you know, comes in three sections. One is with 
reference to the Federal Home Loan Bank Board, and that covers 
a total of 157.6 employees, with an expenditure of $1,095,000; the 
Division of Examinations, with 477.9 employees, and an expenditure 
of $3.850,000; the Federal Savings and Loan Insurance Corporation, 
with 84.5 employe ees, and an expenditure of $596,000, making a total 
of 720 employees, a budget of $5,541,000. 

The budget has received our very careful study. We believe it 
has been trimmed to eliminate any needless expenditures, and it has 
naturally had the approval of the Budget Bureau. We are present- 
ing this budget as right and proper on the assumption that economic 
conditions during the coming year will be approximately such as we 
have had in the past. 

I might point out the funds you authorize are funds that come from 
private sources, as our examination expense is paid entirely by the 





institutions that are examined; our Home Loan Bank Board expense 
is paid approximately half by the Insurance Corporation and half 
by the 11 Federal home loan banks that we supervise. 


FISCAL YEAR 1955 ACTIVITY 


The business the past year has been exceedingly active. I will relate 
the figures as they refer to the fiscal year, that is, June 30, 1955, and 
during that 12-month period savings loan associations were very active 
in the extension of loans, and did approximately 37 percent of all 
home loans. 

We have had a very fine growth in net savings, which increased 
some 18 percent during that particular 12-month period. Assets of 
the institutions have grown approximately 21 percent. 

The Federal home loan banks’ capital is ‘entirely owned by the mem- 
bers, as you know; the Government’s capital has been retired in full. 
The capital of the bank system is increased as the ratio of loans held 
by the members is increased ; the required bank capital being 2 percent 
of the members’ total home loans. 

As the business grows, naturally, the capital of the bank system is 
increased. As of June 30, 1955, it stood at $495.9 million. The com- 
bined assets of the 11 banks, at that time was $1.7 billion, showing a 
pretty substantial increase during the year of about 25 percent. The 
advances to members at June 30 were approximately $1 billion. 


GROWTH IN NUMBER OF INSURED MEMBERS 


The Federal Savings and Loan Insurance Corporation increased 
its insured liability substantially to 27.4 on of dollars, approxi- 
mately a 21 percent increase for the year. The number of insured 
members was increased 102, and their sauiined assets some 22 percent. 
I might point out that the reserves of the Insurance Cor poration were 
increased 16 percent, and stand as of that date at $170 million. 

Mr. Pututies. I might interupt you to ask if this increase indicated 
in this paragraph, and the other s, has any geographic interest. When 
you increase the number of members by 102, has that increased more 
or less evenly all over the country, or has it been mostly in one area? 

Mr. McAtuister. I would say it is almost evenly. 

Mr. Huspanp. It is proportionate to the size of the business in the 
State. You would get more from California, because it is the largest. 

Mr. Puiturs. That is my inquiry. Because of the growth there 
did you get a proportionate increase corresponding to the growth? 

Mr. Huspanp. That is right. 

Mr. Puriirs. How about. Arizona? 

Mr. Huspanp. You would have 1 or 2 in Arizona, because of the 
size of the State. 

Mr. Puitires. Come East; give me Pennsylvania and New York. 

Mr. Husspanp. Pennsylvania and New York, you wouldn’t have as 
many because the industry is more developed and there isn’t the 
demand for the new facilities, and the population growth is not as 
great, as you know. The population growth would be an important 
factor. In Texas, you would have a good number. 

Mr. Puiiirs. Western Texas? 

Mr. Huspanp. Yes, and Florida. 
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RETIREMENT OF GOVERNMENT CAPITAL 


Mr. McA.uistrer. As you know, the Insurance Corporation is in the 
process of retiring the Government’s original capital of $100 million, 
and a payment was made July 31 which brought the total retired to 
$45.2 million of the Government’s capital, which leaves close to $55 
million yet to be retired. 

We estimate that at the current rate the Government’s capital will 
be retired in‘full by July 31, 1959. 

In our estimates here we have increases of administrative and non- 
administrative expenses. They reflect increases in both personnel 
and dollars. We believe these estimates are justified in the submis- 
sion. They come as the result of increased growth on the part of the 
associations, and an effort on our part to do a little bit better job than 
we have done before. 

Savings and loan associations participated in the insurance of FHA- 
and VA-guaranteed housing last year; approximately 30 percent of 
their total mortgage loans. 

That, Mr. Chairman, is about all I have to say. I have some charts 
here that I will be glad to present to you, if you care to have them. 

Mr. Tuomas. We will look them over. They are good charts. It 
is a nice statement, very much to the point. 

Certainly we think the Federal Home Loan Bank Board and its 
members and Chairman and its staff have done a tremendous job. 
I marvel at the growth of these institutions. Back in 1932 they were 
depression babies, and here they have just hit the job running. The 
banks now have about $34 billion in assets, and I see a statement in 
the justifications that in 5 to 7 years the business will jump up to 


perhaps a $75 billion business. That certainly is a remarkable 
growth. 


PROGRAM HIGHLIGHTS 


Mr. Reporter, I wonder if you will be good enough to insert pages 
2,3, and 4 in the record at this point. 
(The material referred to is as follows :) 


FrepERAL Home Loan Bank Boarp 


Program highlights, Federal Home Loan Bank System 


[Dollars in millions] 


Estimate, Estimate, 


tue 955 + 57 
Actual, 1955 1956 1957 





Members: 
DE actin Cth edbab wine 4, 272 | 4, 350 
Assets . ae ; $34, 000 | $39, 800 
Savings (share) ee ee ee oh diea tales atta aia ae $29, 100 | $33, 800 
DEOUCTRD MOONS. .6 5c - on cccc.s.p i $28, 300 $33, 000 
Insured ieee aad ; | 3, 472 3, 572 
Regional banks, advances outstanding ae $1, 017 $1, 250 


OUTLINE OF FUNCTIONS 
The three agencies under the Federal Home Loan Bank Board were created 
to serve the American public through savings and loan associations, coopera- 


tive banks, and other financial institutions engaged in the encouragement of 
thrift and economical home ownership. They were established by Congress in 





the 1932-384 period, when the depression had made it clear that the basic parts 
of the Nation’s financial structure needed additional secondary supports spon- 
sored by the Federal Government on a permanent basis. 

For the protection of these 2 huge groups of Americans—the homeseeker 
and the small saver and investor—the Federal Home Loan Bank Board carries 
out 3 primary obligations, through the following activities which it directs or 
supervises : 

Federal Home Loan Bank System.—The Federal Home Loan Bank System 
constitutes a network of reserve credit for member savings and home-financing 
institutions, which are serviced by 11 regional Federal home-loan banks strategi 
eally located throughout the country. The chief purposes of the System are to 
meet the seasonal and emergency credit requirements of its members and to main- 
tain an adequate flow of home-loan funds in every State. October 15, 1955, 
marked the 23d anniversary of the opening of the regional banks. 

The regional banks are owned by their member institutions and do not deal 
directly with individuals. The great majority of the members are savings and 
loan associations, which are also known sectionally as cooperative banks or 
building and loan or homestead associations. Included also in the membership 
are a number of savings banks and insurance companies. 

The scope of the Federal Home Loan Bank System is indicated by the fact 
that the combined resources of its member institutions now total $34 billion and 
that in fiscal year 1955 they made home loans amounting to over $10.5 billion. 

Located in most cities, suburban areas, and towns throughout the United 
States, the member institutions of the Federal Home Loan Bank System serve 
over 21 million families, including savers, investors, and home-loan borrowers. 

Federal Savings and Loan Insurance Corporation—The Federal Savings and 
Loan Insurance Corporation applies the well-known principles of insurance 
to the protection of people’s funds placed in savings and loan associations and 
similar institutions. It was organized in 1934 as a further protection for 
savings and to promote a new flow of funds into associations where such funds 
would be available at moderate cost for the financing of homes. The Federal 
Savings and Loan Insurance Corporation now insures the safety of the accounts 
of almost 15 million persons in insured institutions, up to a maximum of $10,000 
per insured investor. 

All insured institutions are members of the Federal Home Loan Bank 
System. 

{In billions] 





Increase over 


Fiscal 1952 Fiscal 1955 1952 


Percent 


Total assets at June 30 3 scanners $19. 5 | $33.5 | 
p 


Loans made during year : 5.4 110.3 | 
Net inflow of new savings eae ‘a 2.6 4.6 


1 Represents 37 percent of the Nation’s residential financing. 


Federal savings and loan associations.—The creation of Federal associations 
was authorized by Congress in 1933, in order to provide for additional local 
thrift institutions, where people may place their savings or obtain loans to 
finance their homes. In their charter and form of organization, Federal associa- 
tions embody the most modern practices developed by savings and home-financing 
institutions during their long history in this country. 

All Federal savings and loan associations are required to be members of the 
Federal Home Loan Bank System and to carry insurance of their savings 
accounts through the Federal Savings and Loan Insurance Corporation. 

Included among Federal associations, consisting of 1,656 privately owned, local, 
mutual institntions operating under character, examination and supervision by 
the Federal Home Loan Bank Board, are both those newly organized bv local 
citizens since 1933 and those already established local institutions which elect 
to convert from State to Federal charter. Their combined resources total over 
$18.5 billion. Federal savings and loan associations are in operation in every 
State and in the District of Columbia, Hawai, Alaska, and Puerto Rico. 


INTRODUCTION 


The Federal Home Loan Bank Board is primarily a regulatory and sunervisory 
ageneyv in the savings and home-financing field. The funds which it uses to pay 
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its operating expenses come from private sources. They are obtained by assess- 
ments against (1) the 11 Federal home loan banks; (2) the Federal Savings and 
Loan Insurance Corporation; and (3) by charges against insured institutions for 
examining and audit services. As tax dollars or appropriated United States 
Treasury funds are not involved in the three authorization requests which make 
up the Board’s overall budget for 1957, any reduction by Congress—in its effort 
to conserve Treasury funds—would not have the effect of conserving such funds 
but might, on the contrary, involve the spending of tax dollars resulting from 
inadequate examination and supervision. 

The 1957 budgets of the Federal Home Loan Bank Board, Division of Exam- 
inations, and Federal Savings and Loan Insurance Corporation are based on the 
(1) need for maintaining operations in a current status, (2) Board’s policy of 
efficiency with economy in all its operations, and (3) assumption that normal 
economic conditions will exist during the budget year. 

The number, size, and business activity of the institutions supervised by the 
soard refiect the unprecedented rate of growth of the savings and loan business in 
recent years. To more fully appreciate this growth and its impact on the work- 
load and responsibilities of the Board, the following figures relating to member 
savings and loan associations are presented, showing—in billions—the increase 
in assets, loans, and net inflow of savings since 1952: 

This upward trend is expected to continue through 1956, although not at the 
Same rate. A continuation of the present rate of growth in the savings and loan 
business for another 5 or 6 years will make it a $75 billion business. As such, 
it will continue to exercise an increasingly important role as a major segment 
of the financial structure of the economy and will, at the same time, shoulder the 
responsibilities attaching thereto. 

This tremendous growth reflects the confidence of the savings public in the 
Savings and loan business. This confidence should be solidified by continued 
adequate examination and supervision of the member institutions. To do this, 
adequate budgetary funds must be available at all times. The lack of such 
funds could lead to operating and supervisory problems and the possible under- 
mining of public confidence, so necessary and desirable in the savings and loan 
business. It is emphasized that the cost of such examination and supervision 
is fully paid from private funds and not from tax dollars. 

The constantly increasing workload of the Board, Division of Examinations, 
and Insurance Corporation requires, in some activities, an increase in per- 
sonnel and in travel. Accordingly, the estimates for 1957 make what is consid- 
ered appropriate provision for currently handling the increasing workloads. 


SUMMARY 


The budget programs of the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation are presented as business-type budgets. 
The budget estimates are summarized as follows: 


Actual, Estimate, Estimate, 
1955 1956 1957 





Administrative expenses: 
NT NE tes eich $780, 825 1 $978, 400 $1, 095, 000 


Federal Savings and Loan Insurance Corporation 459, 454 1 §32, 000 596, 000 


Total 1, 240, 275 1, 510, 400 1, 691, 000 
Nonadministrative expenses: Division of examinations-_.-..--- 2, 411, 624 1 3, 160, 800 3, 850, 000 


Grand total 8, 651, 903 | 4,671, 200 | 5, 541, 000 


1 Includes proposed supplemental due to pay increases, 


Mr. Tuomas. There is one paragraph here which I think is worthy 
of repeating: 

The 1957 budgets of the Federal Home Loan Bank Board, Division of Examina- 
tions, and Federal Savings and Loan Insurance Corporation are based on the 
(1) need for maintaining operations under current status, (2) Board’s policy 
of efficiency with economy in all its operations, and (3) assumption that normal 
economic conditions will exist during the budget year. 
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That just about covers the waterfront. 


The Federal Home Loan Bank Board is primarily a regulatory and super- 
visory agency in the savings and home-financing field. The funds which it uses 
to pay its operating expenses come from private sources. They are obtained 
by assessments against (1) the 11 Federal home loan banks, (2) the Federal 
Savings and Loan Insurance Corporation, and (3) by charges against insured 
institutions for examining and audit services. As tax dollars or appropriated 
United States Treasury funds are not involved in the three authorization requests 
which make up the Board’s overall budget for 1957, any reduction by Congress—in 
its effort to conserve Treasury funds—would not have the effect of conserving 
such funds but might, on the contrary, involve the spending of tax dollars 
resulting from inadequate examination and supervision. 


That technically may be true, but it should be added that you are 
after all in truth and in fact a creature of this Government and if we 
were to give you a blank check we would be violating a public trust. 
So we don’t want you to think that just because you obtain funds from 
your operations you should be entirely free from justifying your needs. 


ADMINISTRATIVE EXPENSES 


Let us put in the record, to sort of pinpoint this business, page 6. 
(The material referred to is as follows :) 


BOARD AND STAFF SERVICES 


The estimates presented for the Board cover the requirements of the Board 
and the staff units which report to the Board in the supervision and direction 
of the programs under its jurisdiction, and in the rendering of certain common 
services to the Insurance Corporation and the Division of Examinations. 

The following table affords a comparison of the estimates for 1957 with the 
amounts for fiscal years 1956 and 1955: 


a ia | Estimate, Estimate, 
Description Actual, 1955 | 1956 1957 


a ii ens chan suuaaueuaaadiaawennies 33 154 | 164 
iis ic scsi anon ince haan nina ememiaainaaeadamell 23. 5 | 145. 2 | 157.6 


Sees SOOT UN VENI 0 coc acecccuesaceusdenatesaussasguecesss | $750, 302 | $916,749 | $905, 209 
ee OR ceitsccicacancaccccwnsduntedscnsesemsessdawbnin 98, 898 | 126, 951 | 139, 791 
Subtotal 849, 200 | 1, 043, 700 1, 135, 000 
Less reimbursements — 68, 375 | —65, 300 | — 40, 000 
Total administrative expenses. -_-_............-.-.....--- 780, 825 978, 400 1, 095, 000 
Proposed supplemental due to pay NR ¥ — 58, 400 


Actual, authorization, and estimate 780, 825 20, 000 | 





As shown above, the Federal Home Loan Bank Board requests authority to 
spend up to $1,095,000 for administrative expenses in 1957. This amount is 
$175,000 more than the amount currently authorized. 

The increase is made up of $78,460 in “Personal services,’ $12,840 in “Other 
expenses,” $25,300 in “Reimbursements,” and $58,400 in pay increase costs in the 
current year for which supplemental will be requested. The estimate provides for 
an increase of 10 positions or 12.4 man-years, bringing personnel to a total of 157.6 
man-years. This compares with a staff of 167 in fiscal 1947 when total member- 
ship assets in the Federal Home Loan Bank system were $10.6 billion ; membership 
assets at June 30 last were $34 billion, an increase of over 220 percent. 


Mr. Tuomas. Your administrative cost for the Board jumped from 
$920,000 to $1,095,000 from 1956 to 1957 
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PERSONAL SERVICES 


I am particularly impressed with one sentence I read here last night. 
It makes sense. “The increase is made up of $78,460 in ‘Personal 
services.” What is the $25,000 reimbursements / 

Mr. Corcoran. It is work that we do in the duplicating section prin- 
cipally for the Housing and Home Finance Agency for copying and 
printing. 

Mr. Tuomas. Work done for other agencies ¢ 

Mr. McA uister. Yes. 

Mr. Tuomas. Break it down quickly for me. FHA? 

Mr. McAuuisrer. The Office of the Administrator—HHFA. 

Mr. Corcoran. Federal National Mortgage Association, the insur- 
ance corporat ion. 

Mr. THomas. Are you going to keep on doing this work? You are 
an independent agency. Was that budget made before you got your 
freedom ? 

Mr. Corcoran. What happened, Mr. Thomas, was they (HHFA) 
changed the cancellation clause included in the agreement from 60 days 
to 30 days. We decided that on that basis we had better be careful as 
they might pull out together. If they pulled out altogether, it would 
put us in the soup, and we would have to make up the money ourselves. 

Mr. THomas. An ounce of precaution always pays off. And $58,400 
for pay increases. That is coming over in a supplemental ? 

Mr. Corcoran. Yes. 

Mr. THomas. At this point in the record will you set out in a little 
table the amount for your three activities? 

(The information requested is as follows:) 

The following supplemental authorizations, needed to provide for pay increase 


costs resulting from passage of Public Law 94, approved June 28, 1955 (69 Stat. 
172), have been requested : 


Federal Home Loan Bank Board 
Se UNO ADIN A UMNO IN iss csseo con seer Sts ne 
Federal Savings and Loan Insurance C orporation__ 


Supplemental authorization of $179,500 for the Division of Examinations, 
needed to provide for travel increase costs resulting from passage of Public Law 
189, approved July 28, 1955 (69 Stat. 393), has also been requested. 


Mr. Tuomas. The estimates provide for an increase of 10 positions, 
12.4 man-years to bring personal services to 157.6 man-years. Here 
is the sentence: 


This compares with a staff of 167 in fiscal 1947 when total membership assets 
in the Federal Home Loan Bank system were $10.6 billion; membership assets 
at June 30 last were $34 billion, an increase of over 220 percent. 

You are doing it on less m: inpower than you had then. I don’t 
know whether to put the credit on the committee or the Board. You 
decide for me. You can speak freely because none of you were pres- 
ent when all that happened. 

Mr. McAutuister. I will confess, Mr. Chairman, that since I have 
been on the Board our expenses have been going up. 

Mr. Tuomas. I think it is a remarkable record. 
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INCREASE IN NUMBER OF MEMBER INSTITUTIONS 


Let us put this little table in the record. It is interesting. It 
shows your membership in your associations, which is increasing 
about 100 a year? 

Mr. McAuuistrer. Yes, sir. 

Mr. Tuomas. In 1947 the number was 3,700. You only increased 
2 that year. In 1950, you jumped up 85; 1953, 87; 1954, 77; 1955, 99. 
That is remarkable, isn’t it? Let us put page 8 in the record. 

(The material referred to is as follows:) 


Number of 


At June 30 members 


Annual incres 
' 

3, 698 

3, 700 

3, 898 | 

4, 006 


4,173 


4,272 


Membership increased by 99 last year. It is estimated that it will re: 
4,350 by June 30, 1956, and over 4,400 by June 30, 1957. 

The following table shows an analysis of the total membership at June 
1954 and 1955, together with the estimated total assets: 


[Dollars in millions] 


June 30, 1954 
Members 


Number Assets Number 
Savings and loan associations: 
Federally chartered , 62% $15, 326 , 65 $18, 536 
State chartered—insured Get \ 10, 540 | : | 13, 021 
State chartered—uninsured --_- 77 1,749 77 1, 900 
Mutual savings banks ‘ 2 496 | 23 | 485 
Insurance companies. -- -- - iteoa “s . 3 | 34 3 |} 37 


Total all members. - 52: Be ee 17: 28, 145 , 272 | 33, 979 


As indicated, total assets increased by $5.8 billion, or 21 percent over last year. 
This rate of increase is being maintained in the current fiscal year. It is 
believed that by the end of fiscal 1957 total assets will have reached $44 billion, 
an increase of $10 billion or 31 percent over 1955. 

Mortgage loans.—Mortgage loans made by member savings and loan associa- 
tions during fiscal 1955, shown in the following table, aggregated $10.3 billion, 
an increase of $2.6 billion, or 34 percent over fiscal 1954. The figure reflects an 
increase of $4.9 billion, or 90 percent over the figure for 1952, just 3 years ago; 
the comparable figure for all insured associations, also shown, reflects an in- 
crease of 96 percent in the same period. It should be noted that the 1952 figures 
were peak figures up to that time and represented increases of 106.4 percent 
and 126 percent, respectively, over 1946, the first postwar year. This fact 
emphasizes the significance of the percentage increases shown for 1955. 


MORTGAGE LOANS MADE BY MEMBER SAVINGS AND LOAN ASSOCIATIONS 


Mr. Tuomas. I think there is some meat here in this last paragraph 
worth repeating : 


Mortgage loans made by member savings and loan associations during fiscal 
1955, shown in the following table, aggregated $10.3 billion, an increase of $2.6 
billion, or 34 percent, over fiscal 1954. The figure reflects an increase of $4.9 
billion, or 90 percent, over the figure for 1952, just 3 years ago; the comparable 
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figure for all insured associations, also shown, reflects an increase of 96 percent 
in the same period. It should be noted that the 1952 figures were peak figures 
up to that time and represented increases of 106.4 percent and 126 percent, 
respectively, over 1946, the first postwar year. This fact emphasizes the signifi- 
cance of the percentage increases shown for 1955. 


Let us put this table on page9in. It is all good information. 
(The material referred to is as follows:) 


Loans made by member savings and loan associations 


[Thousands omitted] 


Savings Savings 
and loan . and loan F 
: All insured . . All insured 
Fiscal year members sien areal Fiscal year members a eee 
of FHLB associations of FHLB associations 


System | | System 





$2, 636, 640 2, 214,731 || 1953 $6, 983, 936 $6, 523, 
7 
9, 


3, 060, 295 , 586, 444 || 1954 7, 697, 988 


, 262, 
5, 440, 789 | Se FS 1) CONE ecccccseccensccas 10, 347, 046 


, 820, 





The increase in the volume of mortgage loans made by insured savings and 
loan members during fiscal 1953 and 1954 continued in 1955 and is reflected 
in the following table, showing the principal purposes for which loans were 
made. The 1955 figure reflects an increase of 35 percent over 1954 and 51 percent 
over 1953. 


Loans made by insured savings and loan associations, by purpose of loan 


om omitted) 


| 
Purpose | Fiscal 1953 | Fiscal 1954 | Fiscal 1955 





Construction $2, 147,423 | $2, 439, 496 $3, 529, 839 
BRAD SINONOIR ons ccndcaoniodecwen seh Skt LED LRT OS 2, 867, 183 3, 166, 191 4, 270, 237 
Other purposes ! 1, 509, 374 | 1, 656, 944 2, 020, 179 





6, 523, 980 | 7, 262, 631 9, 820, 255 





i Ueiadie loans for refinancing, reconditioning, and miscellaneous purposes. 


Savings.—The gross flow of savings into member associations during fiscal 
1955 was $12 billion, an increase of $2.2 billion, or 22 percent, over 1954. 
Withdrawals of savings amounted to $7.4 billion, leaving a net inflow for the 
period of $4.6 billion. This latter figure reflects an increase of approximately 
18 percent over last year and 76.9 percent over 1952, just 3 years ago. It is 
expected that this increasingly high level of activity will be maintained in the 
current fiscal year and in fiscal 1957. The following table reflects the trend over 
the years indicated. 

FEDERAL HOME LOAN BANKS 


Mr. Tuomas. I get hold of your budget and I can’t lay it down. 
But vou are always silent about your 11 “member banks, their cost of 
operation, what it takes to operate them, how much money they make, 
and so forth, and soon. Why is that? 

Mr. Corcoran. We just don’t think of putting itin. It is my fault; 
we will be glad to put it in next year. 

Mr. Tuomas. It is no serious fault. Tell us what the average earn- 
ings are. The bank has to supervise them. I expect you don’t make 
a major move unless the Board approves it in advance. I believe you 
state that ? 

Mr. McAuuister. That is right. 
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REPAYMENT OF CAPITAL INVESTMENT 


Mr. Tuomas. There are 11 of them. Their stock was originally 
subscribed by the Government, and it was paid off in toto. What was 
that period of the last installment ? 

Mr. McAuuister. 1951. 

Mr. Tuomas. Put your finger on that page. 

Mr. Corcoran. Page 13 and page 14 deal with the banks. 

Mr. Tuomas. It is the next to the last paragraph on page 13. It is 
worth reading: 

The United States Government provided the original capital of the banks by 
investing, over a period of years, $124,741,000. This investment was retired by 
the banks, over the years, at a rate in excess of statutory requirements. As of 
July 2, 1951, the Government’s investment had been fully repaid. All the capital 
stock of the banks, which on June 30, 1955, amounted to $495,886,950, is now 
owned entirely by the member institutions. 

All of this capital wasn’t subscribed at one time? 

Mr. Corcoran. That is right. 

Mr. Tuomas. You paid off your loan before it was due? 

Mr. Corcoran. Yes. 

Mr. Tuomas. It is just like the Treasury of the United States own- 
ing that extra money, isn’t it? 

Mr. McAtuister. No. 

Mr. Tuomas. Suppose you were to liquidate; who would get the 
profit ? 

Mr. McAuutster. If the Gibralter Savings of Houston has $1 mil- 
lion capital in the Little Rock Bank, if they want to withdraw from 
the Little Rock—— 

Mr. Tuomas. It goes back to the member banks ? 

Mr. McAuuister. Yes. They would only be entitled to get the capi- 
tal back. The bank system has approximately $50 million in sur plus 
earnings. 

Mr. Tuomas. Could the banks go out of business, not by the in- 
solvent route, but it would take an act of Congress to let them go out 
of business ? 

Mr. McAuutster. Yes, it would. However, an individual associa- 
tion has a right to withdraw from the bank system. 

Mr. Tuomas. If he withdraws—and you anticipate me—and the 
bank theoretically has made some money, this particular association 
is entitled to its pro rata part of that money, could it get it if it were 
to withdraw ? 

Mr. McA xuister. No, sir. It can only get the number of dollars it 
has put in, because it has received earnings on its capital. 

Mr. Tuomas. I will go back to my or iginal statement: Funds that 
it has made are virtually going to end up here in the Federal Treasury ? 

Mr. McAurisrer. Yes; funds it has made will end there if all mem- 
bers withdraw. Incidentally, the capital as of the end of the year, that 
was $495 million on June 30, 1955, had increased to $515 million by 
December 31, 1955. 


LOANS MADE TO MEMBER INSTITUTIONS 


Mr. Tuomas. That is remarkable. I saw a table in here showing 
the loans and how much they borrowed. 
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Mr. Corcoran. That is on the next page. 

Mr. Tuomas. I had a little trouble reconciling what they borrowed 
with the loans they made. They only make loans to their members? 

Mr. McAuutsrer. Yes. 

Mr. Tuomas. John Public cannot go in there and do any business? 

Mr. McAuutister. No. 

Mr. Tuomas. The act is broad enough to let some insurance com- 
panies come in under certain circumstances, and they are entitled to 
loans ? 

Mr. McAuuister. Yes, and some mutual savings banks. 

Mr. Tuomas. Who do the banks borrow from ? 

Mr. McAuuister. The banks sell their consolidated notes on the 
open market. Those notes are not guaranteed by the Federal Govern- 
ment. They are only guaranteed by the assets of the bank system 
itself. 

Mr. Pxuitiies. What do you mean by “consolidated notes” ? 

Mr. McAuutsrer. It is not the note of the San Francisco Bank, or 
the Little Rock Bank, or any one of them. All of them are jointly 
liable on each of the note issues. 

Mr. Pures. For one-eleventh or the entire amount ? 

Mr. McAuuistrer. For the entire amount. They are jointly liable. 

Mr. Tuomas. The liability of one is the liability of all. I suppose 
that is for the reason that if you get short of funds in Arkansas, you 
ean go to the California bank or to the New York bank, or to the 
Boston bank, and you funnel the funds down there where it is needed, 
or vice versa ? 

Mr. McAuuistrrr. Yes. We have provision where one bank can 
borrow from another, and the record is kept accurately. 


PROCEDURE FOLLOWED IN SECURING FUNDS 


Mr. Tuomas. When there is an unseasonable demand by the member 
banks for funds, like you had during the calendar year 1955, just how 
do the 11 banks, or a bank, get its extra funds as it needs them ? 

Mr. McAtuister. We contact each of the bank presidents and ask 
them. we say, “We are going to have an issue, let us say, on October 
15. Contact your members and find out how much your needs will be 
from October 15 for the next 60 days.” 

All the banks do that, and thev come in to us with a grand total. 

We will say for the sake of illustration it is $300 million. Then 
we go to the Treasury and explain to them that we will need an issue 
of $300 million to meet the needs 

Mr. Tomas. Of your—— 

Mr. McAuutsrer. Of our members, of the different banks, and that 
the market conditions are such that 

Mr. Tuomas. What is the total number now of member banks? 

Mr. McAuutster. 4.300. And that the market condition is such 
that we believe we will have to pay a rate of 3.1 percent. We will say 
that for the sake of illustration. Actually, it was 3.2 at that time, if 
I remember correctly. 

Mr. Tuomas. When was that loan? 

Mr. McAuuister. That, I think, was October 15. 

Mr. Tuomas. 3.2 
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Mr. McA ister. 3.2. 

Mr. Hatuanan. Three and one-eighth. 

Mr. McAuuister. ‘They then say, “Have you discussed it with the 
Open Market Committee of the Federal Reserve of New York?” Our 
fiscal agent in New York has discussed it with them, and there is a 
meeting of minds that the amount is all right, that it won't interfere 
with the Treasury’s scheme of financing, that the rate is in accord 
with the market, and the Treasury gives its approval. 

We proceed to prepare the necessary prospectus. The Treasury has 
been very kind in cooperating with us. ‘They make their list of some 
40,000 customers, bond purchasers available to us. However, our 
notes are sold very largely through a group of dealers, who in turn 
distribute the notes. 

Mr. Tuomas. What is the amortizat ion period on this paper now ¢ 

Mr. McAuuisrer. We divide it into 2 parts, 1 part due in 4 or 5 
months and the remainder in 9 or 10 months. We now have a series of 
notes coming due approximately every 30 days. 

Mr. Tuomas. Go ahead. 

Mr. McAuuisrer. Then those funds are made available to the respec- 
tive banks, and—— 

Mr. Tuomas. Where the need is in any part of the country ¢ 

Mr. McAuuisrer. Yes. 

Mr. Tuomas. What do the banks charge the various associations? 

Mr. McAuuister. They generally charge avout a tourui 01 4 por cent 
above the cost of the money to them. 

Mr. Tuomas. What do the associations get for it ¢ 

Mr. McAuuisrer. They lend it at whatever their local rate might be. 
We willsay an average of 5 percent. 

Mr. Tuomas. Does the Board attempt to regulate the rate ¢ 

Mr. McAuuister. We do not attempt to regulate the rate directly of 
savings and loan associations. 

The interest rates of the associations are controlled by the market 
demand and market conditions in various sections of the country. 

Mr. Tuomas. You don’t attempt to limit them to a certain spread 
between what you get them the money for and what they let John 
Public have it for 4 

Mr. McAuuister. No, sir. 

Mr. Tuomas. Ina tight-money area, a tight ms arket where you can 
get Tor 8 percent, they can get it from you for 314, and in New York, 
the same money is worth 5 percent ? 

Mr. McAuutsrer. That is right. 

Mr. Trromas. I don’t know if Lagree with you about it being right. 

Mr. McAuuster. I was just answering. I meant your statement 
was correct. 

Mr. Tuomas. I understand what you meant. 

Mr. McAuuistrer. The board of directors of each of the banks has 
established certain limits, or line of credit for each member that serve 
as a guide for the officers of that bank in making loans. 

This summer when the tendencies were to expand a little bit too 
rapidly, and for the savings and loan associations to borrow in antici- 
pation of the repayment of the mortgages and the receipt of savings, 
we found it necessary to impose some restrictions upon our members. 
We said that associations should not borrow from the banks, this 


72250—hn6—pt. 220 
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was as of September 8, for the purpose of making new loans, unless 
it was a commitment that had been made prior to that date. 

Of course, they were entitled to borrow from the banks within 
their established lines of credit, in the event that an emergency would 
exist, and they would have heavy withdrawals. We were attempting 
to restrict their lending of borrowed money. So we exercised control 
over the amount that an association could borrow from a bank for the 
purpose of expansion. 

When we found in December that the associations were making very 
good progress and taking care of their forward commitments, and the 
business was rapidly approaching a very much more normal basis, 
we relaxed the restrictions imposed in September, and said that any 
association may borrow not to exceed 5 percent of its savings, for the 
purpose of relending or making commitments, but in no event can 
they borrow more than 10 percent of their savings. That restriction 
still maintains. 


LOANS TO MEMBER BANKS 


Mr. Tuomas. How much business did the 11 banks do in fiscal 1955 ? 
That is the last completed year. 

Mr. McAuuister. Iam sorry. I can’t answer you. 

Mr. Tuomas. I see under this heading of “Loans,” it has $1,058 
million. I was wondering if that is right. 

Mr. McAuuister. That probably is correct. That would mean the 
total number of loans that they had made during the course of the 
year. Some of those were paid off during the course of the year. 

Mr. Tuomas. That is what puzzles me. You are not in the com- 
mercial short-paper business; you are in long term. 

Mr. McAtuister. That is it exactly. I agree with you. We origi- 
nally figured that the borrowings of the bank system should be over 
a long period of time, because our members were taking those funds 
and using them to make loans that had a maturity of 10, 15, or 20 
years. But our experience has shown us that the average note is re- 
paid in 7 months; in other words, the associations look on this as 
providing funds for a particular transaction. 

Mr. Tuomas. How does the association get the money to pay it back 
so quick? It must be relatively small amounts in comparison to the 
total business? 

Mr. McA utster. Yes. 

Mr. Tuomas. They have been in business long enough so that they 
receive monthly payments on the outstanding advancements and loans 
to make repayment ? 

Mr. McAuutsrer. We don’t encourage an association to go to the 
Federal home loan bank and borrow an excessive amount for the 
purpose of relending and making a profit, the difference between the 
interest rate they pay and the interest rate they collect. We want 
them to use our banks as a reserve system, and make credit available 
to them to take care of either a particularly important transaction, 
perhaps a little bit larger than they ordinarily could take care of, or 
perhaps because they have overestimated their savings receipts and 
their loan receipts. A manager might say we have been running along 
here at the rate of a million a month 
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Mr. Tuomas. This decided increase in 1956 business over 1955 busi- 
ness indicates you didn’t stay by that rule, though ¢ 

Mr. McAuuisrer. The associations were borrowing at an increas- 
ingly rapid rate, but still within the limits. That is the reason we 
imposed the credit restrictions when we did. I will say to you that 
as of January 1 the savings and loan associations are entering the new 
year in splendid fiscal condition and will be able to make as large a 
volume of loans this year, in my estimation, as they made last year, 
which was a little bit over $11 billion. 


ANTICIPATED NUMBER OF HOUSING STARTS 


Mr. Tuomas. How many starts did we have last year in the home 
construction field ? 

Mr. McAuuister. 1,330,000. This is on a calendar year. 

Mr. Tuomas. We usually do that on a calendar year, don’t we? 

Mr. McAuuister. Yes. 

Mr. Tuomas. For the calendar year 1955, what is the completed 
figure? 

Mr. McAuutsrer. 1,330,000. 

Mr. Tuomas. That is final, isn’t it? I mean, an accurate, up-to-date 
figure ? 

Mr. McAuuister. That is accurate to date. 

Mr. Tuomas. Will that figure be varied any, either up or down, 
the 1,330,000 ? 

Mr. McAtuister. Possibly. 

Mr. Tuomas. What does it look like the calendar year 1956 will 
produce ? 

Mr. McAuuister. My guess is 1,100,000, maybe a little bit more 
than that. But I question if it will go beyond 1,200,000. 

Mr. Tuomas. The number that is built depends upon primarily one 
thing, and that is availability of mortgage money, and maybe the 
second factor is the cost factor. In the going $7,500 or $8,500 class 
house, the market is on tap, I think. What about the availability now 
of mortgage money / 

Mr. McAuuisrer. I think 

Mr. Tuomas. The Federal home loan banks and their member insti- 
tutions are going to do the same amount of business this year as they 
did last? 

Mr. McAtuister. Yes, sir. 

Mr. Tuomas. What about your limitation you put on some time 
in July or August? When did you put it on? 

Mr. McAuutster. We put it on about the 1st of September. 

Mr. Tuomas. Was that the result of urging from the Treasury, or 
what did that stem from ? 

Mr. McAuuister. To be perfectly truthful, it was simply from a 
discussion and laying on the table of the actual facts and figures. 

Mr. Tuomas. That was the thinking in the minds of most lending 
institutions, whether Government or public, that the inflationary fire 
was beginning to blaze up, and it was time to put it out; isn’t that 
correct ? 

Mr. McAuuister. Correct. In September we made an estimate of 
the amount of money that we would have to provide for the savings 
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and loan associations. We thought the advances at the end of the 
year would be $1,700 million. 

Mr. THomas. You mean loans? 

Mr. McAuuister. Loans from the bank system to associations. 

Mr. Tuomas. Would be how much ? 

Mr. McAtuisrer. $1,700 million. 

Mr. Tuomas. What was it last year ? 

Mr. McAuuisrer. Actually, it didn’t go that high. We overesti- 
mated. 

Mr. THomas. It was considerably less. I had the figure here a while 
ago ; $1,050 million, wasn’t it ? 

Mr. McAuutsrer. It is a little different. The outstanding ad- 
vances—— 

Mr. Tuomas. You call it “advances.” You mean “loans” ? 

Mr. McAuutster. Loans from the banks to the members was ap- 
proxim: itely $1 billion. 

Mr. Tomas. It was $1,050 million, to be exact—so your table shows. 

Mr. McAtuister. Yes; at the end of this year the total was $1,300 
million. Pardon me—$1,400 million. We had estimated it would go 
to $1,700 million. We overestimated. 

Mr. Tuomas. What will be the figure this year? 

Mr. McAuuisrer. I don’t know; $1,500 million, perhaps, would be 
reasonable. 

Mr. Tomas. You think you will do within 10 percent of what you 
did last year ? 

Mr. McAtuister. Yes, sir. 

Mr. Tuomas. Is that the common thinking in the industry and the 
home-mortgage business, private and Government ? 


AVAILABILITY OF MORTGAGE FINANCING 


Mr. McAuuisrer. In the private business vou hear a lot of complaint 
from builders who say they are going to build less and less and less in 
1956 than they built in 1955 because they are having difficulty getting 
financing. But about 2 weeks ago the »y had an inv ited group ‘of build- 
ers, some 25 in number, here in Washington, under the auspices of the 
National Association of Home Builders, their trade organization, and 
they asked each of the builders how many houses did you build in 
1954, 1955, and what is your estimate for 1956? 

They had the names down. I kept a total of the number of houses 
each one of those men built in 1954, 1955, and what they contemplated 
in 1956. 

After the sound and fury was all over, I can say to you that the 
shrinkage in contemplated starts was less than 10 percent, just a little 
over 5 percent. 

Mr. Tuomas. It doesn’t make any difference what they contemplate. 
They would like to build not what they built last year but more, but the 
question is one of mortgage money, and they can’t get it to build what 
they did even in — 

Mr. a Aruister. Frankly, expressing a personal opinion, Mr. 
Thomas, I don’t oe it would be good for our economy if we built 
1,330,000 houses. 
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Mr. Tuomas. I don’t think you have to worry about it. I think you 
have reached the saturation point, and you are not even going to build 
a million this year, in my judgment. 

Mr. McA.uisrer. We say a million one. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. Let this be on the record. The chairman states that 
in his judgment there will be plenty of mortgage money available 
sometime in the spring at the time the people need it. 

I think you are right to that extent, but I don’t think you will reach 
more than 1 million starts. I think the saturation point beyond a 
million has been reached. 


DIVISION OF EXAMINATION 
What about the Division of Examination? Put page 47 in the 
record. 


(The material referred to is as follows :) 


FEDERAL Home Loan Bank Boarp—D1VvisS10N or EXAMINATIONS 


Program highlights 


[Dollars in millions] 


Estimate, Estimate, 


Description Actual, 1955 1956 1957 


Examinations completed or to be completed 


Average size of insured institutions (start of year) 
New mortgage loans made by average insured institutions 


INTRODUCTION 


The budget request for the Division of Examinations for fiscal 1957 is 
$3,850,000. This estimate—which represents an increase of $855,000 over the 
current year’s limitation—is the amount considered necessary to keep the 
examining schedule in a current status. 

The budget is based upon the assumption that it is essential to maintain 
examinations in a current 12-month status. It is also based on the Board policy 
that estimates reflect the most economical and efficient operation of the examin- 
ing program. 

The budget program is designed to permit the Board to properly discharge its 
responsibilities and at the same time to protect the interests of the parties con- 
cerned—the Federal Government, the savings and loan business, and the public. 

As discussed at greater length herein, the savings and loan business has 
expanded very rapidly during the past 5 years and its growth is expected 
to continue. This is true not only from the standpoint of total assets, but 
also with respect to the volume of savings, investments, and home-mortgage 
lending. During these periods of expansion, it is very essential—both for 
management officials and for the supervisory agency—to keep currently abreast 
of operations. 


EXAMINATIONS OF MEMBER INSTITUTIONS 


Mr. Tuomas. I will quote this sentence: 


The budget is based upon the assumption that it is essential to maintain 
examinations in a current 12-month status. It is also based on the Board 
policy that estimates reflect the most economical and efficient operation of 
the examining program. 
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How many times do you examine your members, whether or not 
you are examining all of them? How much is it you want for this 
examining system / 

Mr. Corcoran. $3,850,000. 

Mr. Tuomas. How much did you have last year ? 

Mr. Corcoran. $2,995,000. “That does not include the supple- 
mentals. 

Mr. Tuomas. What is the amount of the pay increase supple- 
mental / 

Mr. Corcoran. $165,800. 

Mr. Tuomas. This isa pre tty good table, “Examinations completed 
or to be completed.” That “¢ ‘omplet ted or to be completed” give you 
a wide range there, doesn’t it? ‘That shows 3,482. 

Mr. Corcoran. There are 3 years. 1955 is completed, and 1956 
and 1957 have to be completed. 

Mr. McAtuisrer. Your estimate is with reference to 1957. 

Mr. Corcoran. Yes: when we say, “completed,” we mean 1955. 

Mr. Tuomas. The fiscal year 1955 is over with, hone you completed 
2,570. Why the discrepancy between 2,570 — 3,432 for 19562 You 
don’t have that m: ny addition: il banks in 1 yea 

Mr. McAuuister. Just, in brief, the se lentention Division was be- 
hind in its work, and the prior Board had set as its goal an examination 
once every 15 months. They didn’t make it. It was running 1 about 
every 18 months. 

Mr. Tuomas. What is the status of it now ? 

Mr. Bonrsreet. We started this fiscal year with an average of a 
15-month period, and we are now down to an average of 14 months. 

Mr. Tuomas. You had some sections of the country where you dele- 
gated your examining to the States? 

Mr. Bonrstret. We are working together on joint examinations 
throughout the country now. 

Mr. TuHomas. Are you examining all your associations now or letting 
the States examine them ? 

Mr. BonresteeL. We examine them jointly. 

Mr. Tuomas. In what section of the country was it, up to last year, 
that you hadn’t examined at all ? 

Mr. Bonesteev. Illinois, Louisiana, and New York. 

Mr. Tuomas. What is the status of those three States now with 
respect to your examination ? 

Mr. Bonestreet. We are making joint examinations in all three of 
those States; in fact, throughout the country. 

I might say, Mr. Chairman, you spoke about being in arrears. The 
work is practically current in 5 of the districts, and we are behind in 
7. We are gaining, but, of course, our recruiting problem—— 

Mr. Tuomas. There was enough money put in for the Insurance 
Corporation to get/you current. 

Mr. Bonersteet. We have a statutory limitation on what we can use 
in the Division of Examinations for examining. That was $2,995,000. 
We couldn’t go higher if we had it. 

Mr. McAuutster. That is the Division of Examinations. The In- 
surance Corporation is separate. You can’t transfer funds from one 
to the other. 

Mr. Tuomas. When did you discover that? You hadn’t discovered 
it when you were over here a year ago. 
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Mr. McAuuisrer. What we proposed then was the Insurance Cor- 
poration would pay for the appraisals in connection with examinations. 

Mr. Tuomas. When did you discover that the Insurance Corpora- 
tion couldn’t do this ? 

Mr. McAuuister. I have a paragraph here that I will read, because 
that is written and it is perhaps better than I can say it: 


Last year your committee included $485,000 in the Insurance Corporation’s 
authorization for supervisory appraisals. Later the House conference commit 
tee agreed that the increase of $485,000 be used only for making examinations 
of insured institutions on at least a 12-month basis. Our Legal Department ad 
vised that the funds could not be used for making examinations as included in 
the conferee’s report, as such use would mean the spending of administrative 
funds for nonadministrative purposes. 

We were talking about the condition of savings and loan associa- 
tions, and last year you asked me in what respect weren’t you perhaps 
doing the job as well as you might be, and I told you that we weren't 
making as good a job in chec ‘king the appraisals on loans made by 
the institution. The inclusion of the $485,000 came about as a result 
of that; your committe very generously included that amount. When 
we got through, the language in which it was couched in the conferees 
report was such that in the opinion of our attorneys. We could not 
use it. 

Mr. THomas. How did that language change the original idea? 

Mr. McAtuistrer. We were going to use the Insurance Corpora- 
tion, and the $485,000 that was allocated to it, for the purpose of 
making appraisals, checking the values of properties on which the 
associations were making loans. The expense was being paid out 
of the $485,000. 

Mr. THomas. We knew exactly what we were doing. 

Mr. Puituies. We thought we did. 

Mr. McAtustrer. When we got through with it, we were told that 
we couldn’t 

Mr. Tuomas. What happened in your Legal Division ? 

Mr. Huspanpv. Can I read the exact statement? This is from the 
committee report: 

The committe of conference is agreed that the increase of $485,000 over the 
budget estimates shall be used only for making examinations of insured insti- 
tutions on at least a 12-month basis, and no part of the increase shall be used 
for reappraisals of property security underlying loans insured by the Corpora- 
tion. 

That put us between the frying pan and the fire. 

Mr. Tuomas. How? 

Mr. Huspanp. We were denied 

Mr. Tuomas. If the association that you were going to examine 
went bad, the fund was going to come out of that Insurance Cor- 
poration. Your Legal Division is giving you a little fancy business 
there, splitting some language on you. That language was for the 
exclusive purpose of giving you a little flexibility to conduct that 
examination as you saw fit, and we so told you. 

I don’t like to see your Legal Department come around here and 
throw this thing around. Who did that in your Legal ae 

Mr. Huspanp. The Examining Division is not under the Federal 
Savings and Loan Insurance Corporation, but under the Board. 
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Mr. Tromas. When did you make up your mind that all of this 
couldn’t happen? You weren’t of that opinion when you first came 
over here last year. 

Mr. McAuuisrer. When your committee passed it, we intended to 
have the Insurance Corporation conduct those appraisals and pay for 
them ont of the $485,000. When it came up this way 

Mr. Tuomas. How did that change? That gives you more latitude 
than the original language. You could doanything you want to under 
that language. 

Mr. Corcoran. Mr. Thomas, the expenses of the Examining Di- 
vision are, under law, nonadministrative. So, if we used the Insurance 
Corporation’s funds—— 

Mr. Tomas. Nonadministrative—done in the field ? 

Mr. Corcoran. Nonadministrative, according to the law, meaning 
thev can only be used for nonadministrative purposes. 

Mr. Tuomas. What is “administrative” and “nonadministrative” 
purposes, now ¢ 

Mr. Corcoran. I don’t know, the legal definition. 

Mr. Tuomas. If it is nonadministrative, it is going to be spent out- 
side the District of Columbia, where your institutions are located that 
are going to be examined. What has that to do with whether it is 
nonadministrative expense ? 

Mr. Corcoran. That was the ruling by our Legal Department: that 
they were nonadministrative and we could not spend administrative 
funds for nonadministrative purposes. 

Mr. THomas. You came over here and I presume you talked with 
your lawyers. Then it finally goes through and then you asked them 
and they told you “No.” Does ‘it mean that your lawyers are running 
your place or that you didn’t ask them in advance what you could do? 

Mr. McAuuisrer. I can’t answer it for you. 

Mr. Huspanp. Can IT put it this way, Mr. Chairman? When we 
came over here. and see if we don’t agree on this memory, this commit- 
tee gave us $485,000 to be used for the property inspection; is that 
right? 

Mr. Ronestrev. That is correct. 

Mr. Husranp. Do you agree with that memory of it? 

Mr. Tuomas. I remember it very well. We were inying to fix this 
laneuage to where you had all the latitude on earth. T discussed it 
with you, and the committee did, and that language is flexible enough 
where you could do almost anything you wanted to do. Don’t try to 
tie it down that you are going into somebody’s house and count the 
slats in the bathroom and see how many coats of paint on the wall, and 
so forth, and so on. But go ahead. 

Mr. Huspanp. Maybe we are wrong, but the thing that threw us is 
a statement in the conference committee’s report, which was after 
your committee’s action. There was a complete understanding be- 
tw een your committee at that time and the Board, as I see it, but this 
is the language in the conference report that disturbs us: 

No part of the increase shall be used for reappraisals of property security 
underlying loans insured by the corporation. 

Mr. TrHomas. We meant by that that you weren’t to go on to the 
physical property, and make an entry on it. But there are a thousand 
and one ways in which you could appraise the property without 





making entry on to it. In your letter to the Senate committee, you 
stated you wanted to go on the property. That is the purpose of that 
language. 

Mr. Huspanp. In a review appraisal, you wouldn’t go into the 
property. We had expected to classify these loans as to whether we 
thought they were sound loans, average loans, or weak loans. You 
don’t have to make the detailed type of appraisal for that purpose 
that you would when you make the loan. The thing that bothered 
us, this language was so sweeping, as we read it, “and no part shall 
be used” 

Mr. Tuomas. You haven’t done too well with that part of it. 
Maybe you can do better with this part. Where did you get the 
money to bring these examinations up to a current basis, if you didn’t 
have it last year, and you didn’t use the extra funds that we gave you / 

Mr. Bonesteet. We haven't brought them up to a current basis. 
We are making progress. 

From September 30 to January 20, that is a period of 314 months, 
the total number of past due were reduced from 555 to 497. We are 
making progress steadily, and if we could continue our recruiting 
aggressively, we think we can get the work substantially current by 
June 30. 

Mr. Tuomas. What do you mean by “recruiting” ? 

Mr. Bonrsrert. We don’t know what we can do, because without 
these supplemental authorizations, we are at a standstill right now 
and we haven't been able to recruit for 30 days. We are just standing 
still. Ifthe supplementals aren’t authorized, we would have to begin 
firing examiners immediately. That is why we don’t want to build 
up our staff too fast. We have to be reasonably conservative. If 
we had the go-ahead sign, we could get this work approximately cur- 
rent by June : 30, that is, an average of 13 months. We are sure of that. 

Mr. Tuomas. Did you write the committee or the Speaker or any- 
body and say, “We can’t follow out this congressional act because it is 
illegal or unconstitutional, and therefore we can’t follow the congres- 
sional mandate”? Did you write anybody such a letter ? 

Mr. Bonrstret. We think we have covered that in the justifica- 
tions on the supplemental, the request for supplemental authoriza- 
tions, on the “Travel and personal services.” That other matter, of 
course, I can’t speak on that. 

Mr. Tuomas. When you made up your mind that you couldn’t use 
it, did you write ? 

‘Mr. Bonrsrren. That was not the Division of Examination’s 
budget, Mr. Chairman. That is in the Insurance Corporation’s 
budget. We weren’t figuring on that in the Division of Examina- 
tions. 

Mr. Tuomas. It could have been handled much differently from 
the way you handled it. The first time the committee hears about 
it is when you announce it today, and at no place i in this justific ation 
have I been able to find it even mentioned. Is it mentioned in here? 

Mr. Corcoran. No; except that we show savings of $453,000 in the 
table. That is about all. 
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Administrative cupenses 





1955 actual | 1956 estimate | 1957 estimate 


Program by activities: 


| 
— } 


1. Underwriting $93, 048 $111, 137 $116, 078 
2. Prevention of default and payment of insurance 48, 682 | 63, 439 71, 795 
3. Analysis of operations__-_- dalbblictesechaanale 142, 891 | 153, 335 179, 820 


4. Executive direction and fiscal and other administrative | 


services 174, 833 | 204, 089 


Total administrative expenses-_-- — 
Financing: Unobligated balance no longer r available 


532, 000 | 
453, 000 | 





Limitation_- 459, 454 | 985, 000 








Accrued administrative expenses by objects 





Object classification 


Aver: ze numbe r of all e hes 
Number of employees at end of year 


1955 actual | 1956 estimate 1957 estimate 


74 | 
68 | 





Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade 





01 Personal services: 


Permanent positions __----- $393 
Regular pay above 52-week base A, 


952 $457, 575 | 
589 | 1, 825 


Payments above basic rates | 4, 647 600 





Total personal services 
Deduct portion not chargeable to administrative expenses.-.--- 


Net personal services -------- si ease alii a rl ceca 
02 Travel | 
03 Tranaportation of things... <-.-ccccnnenccocenensoce= 
04 Communication services..................--- a aanape ie 
05 Rents and utility services 
06 Printing and reproduction 
07 Other contractual services 

Services performed by other agencies 
08 Supplies and materials 
BD I We I i. bknn ds deka eich cde ccesacin | 





460, 000 | 
15, 000 
50 
10, 800 
29, 350 | 
2, 100 | 
6, 400 | 
5, 000 | 
3, 000 | 
300 





Total accrued expenditures 


532, 000 











Amounts available for obligation 


| 


1955 actual 


Unobligated balance brought forward (authorization to | 
expend from public debt recepts) - -- 
Unobligated balance carried forward (authorization to 


expend from public debt receipts) .............------.-- —750, 000, 000 


$750, 000, 000 | 
| 


| 


| 1956 estimate | 1957 estimate 


750, 000, 000 $750, 000, 000 


—750, 000,000 | © —750, 000, 000 





Obligations incurred...--- 





Mr. Tuomas. Will you insert, Mr. Reporter, 
(The material referred to is as follows:) 


in the record, page 64. 


fun 
rev 
in ‘ 
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FepERAL Homg Loan BANK Boarp—FEDERAL SAVINGS AND LOAN INSURANCE 


CORPORATION 


Program highlights 


{Dollars in millions] 





_— Actt | Estimate, | Estimate, 
Description ham F — — ‘ 








Insured institutions: 
Number saaisaieitaln 3, 472 , 572 | 
$31, 557 | $37, 100 
Insured liability aici a $27, 427 | $31, 400 
Reserves and undivided profits. - eases ; $2, 037 $2, 450 | 
Insurance corporation: | 
Reserve for insurance losses...................- ale $171 | $198 
Percent of authorized to total income... -.......-- sae 1.9 | 1.8 


INTRODUCTION 


The budget of the Insurance Corporation is based on (1) the need for main- 
tenance of its essential operations in a current status, and (2) the assumption 
that normal economic conditions will prevail in the budget year 

The following summary affords a comparison of the estimates for 1957 with 
the amounts for 1956 and 1955: 


Description |} 1955 actual | 1956 estimate | 1957 estimate 


74.0 83.0 | 86. 0 
68. 2 75.5 84. 5 
a i ele $400, 004 s "$460, 000 $498, 900 
I a a ee E 70, 176 | 83, 200 | 97, 100 


Subtotal 470, 180 | 
Less nonadministrative expemses...............--..--....-.--- | —10, 726 
aetna aiiaiataia 
| 
| 


543, 260 | "596, 000 


532, 000 | 596, 000 


Total administrative expenses 459, 454 
453, 000 | 


Pe HE aS dette ca Ai ddakanwadbadicignuaavkeue eae 


Actual, authorization and estimate “459, 454 | 985, 000 596, 000 


Mr. Tuomas. Here is a paragraph that is worthy of repeating: 


The Corporation requests authority to spend up to $596,000 of its corporate 
funds for administrative expenses in 1957. This amount is $64,000 more than the 
revised estimate for the current fiscal year. The increase is made up of $38,900 
in “Personal services” and $25,100 in “Other expenses.’ 


MEMBERSHIP GROWTH 


You might put the table on membership growth on page 66 in the 
record. 
(The material referred to is as follows :) 


The constantly increasing public demand for protection of its savings is 
reflected in the following table showing the number and assets of insured associa- 
tions at June 30 of the years indicated : 


l| ] 
Number | Assets, Average | Number} Assets, | Average 
At June 30— of mem- | in bil- size,in | At June 30— of mem- in bil- size, in 
bers lions millions | bers lions millions 


Nowe ew 
NPE 


NIwoasl 


1 Estimate. 
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Membership of 3,472 at June 30 last reflects an increase of 102 since June 30, 
1954. Assets for the same period increased from $25.9 billion to $31.6 billion, 
an increase of $5.7 billion or 22 percent. Membership is expected to maintain 
much the same rate of increase during fiscal 1956 and 1957, reaching 3,680 by 
June 30, 1957, an increase of 208, or 6 percent, since 1955. Assets are expected 
to reach $41.6 billion by June 30, 1957, an increase of $10 billion, or 31.6 percent, 
since last June. It will be noted that the average size of insured associations 
increased from $4.5 million in 1950, to $9.1 million last June, a 100-percent increase 
in 5 years. 

Although insured associations represent only 57.5 percent of the total number 
of savings and loan associations, their aggregate assets account for 90 percent 
of the assets of all associations. 


Mr. Tomas. It shows your members have grown from 2,490 in 1946 
to 3,680 in 1957 


RESERVES OF THE CORPORATION AND INSURED ASSOCIATIONS 


Insert page 68, Mr. Reporter, in the record. 
(The material referred to is as follows:) 


{In millions] 


Federal Federal 

All insured Savings and Allinsured | Savings and 

At June 30 associa- Loan Insur- At June 3 associa- | Loan Insur- 
tions ance Cor- tions } ance Cor- 
poration } poration 


1946 ‘ ‘ $425 $67.3 iat eehdetalldate § 

1947_ : 501 78.4 sect aces , 4g 128 

1948___- ; 592 90.9 || 1954___- sina hahace , 750 | 147. 

1949____ 710 105. 3 1055. ... paek 037 | 170 

_. ae 844 | 188.2 || 1956 2_- se z 2, 450 | 197.7 
, 055 99.8 || 1957 2____. ; 2, 229 


1 Reduction due to payment on June 30, 1950—pursuant to Public Law 576, 81st Cong.—of approxi- 


mately $29,000,000 in lieu of all unpaid dividends on its capital stock. 
Estimate. 


Insured member institutions at June 30 last had accumulated total reserves 
and undivided profits of over $2 billion, an increase of $287 million (16.4 per- 
cent) over the previous year. The figure reflects an increase of $1.2 billion, or 
141.3 percent in the last 5 years. Reserves are expected to increase by $663 
million by June 30, 1957, reaching $2.7 billion, an increase of 32.5 percent since 
last June. 

The basic law requires the Corporation to build up a reserve until it is equal 
to 5 percent of all insured accounts plus all creditor obligations of all insured 
associations. At June 30 last, such reserve fund, after providing for all known 
losses, amounted to $170.7 million, equal to 0.62 percent of the Corporation’s 
potential liability ; 5 percent would amount to $1.4 billion. 

The June 30 figure of $170.7 million reflects an increase of $23.1 million, or 
15.6 percent, over the previous year. The reserve is expected to reach $229.1 
million by June 30, 1957, an estimated increase of $58.4 million, or 34.2 percent, 
since June 30 last. 


Mr. Tuomas. This paragraph is worthy of repetition: 


The basic law requires the Corporation to build up a reserve until it is equal 
to 5 percent of all insured accounts plus all creditor obligations of all insured 
associations. At June 30 last, such reserve fund, after providing for all known 
losses, amounted to $170.7 million, equal to 0.62 percent of the Corporation’s 
potential liability ; 5 percent would amount to $1.4 billion. 

You have $170 million. That is a long way from $1.4 billion 
required by the statute, but experience is showing you now you have 
far more than you need; is that correct? How many associations 
have gone broke since 1940 ? 
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INSURANCE CLAIMS 


Mr. Hussanp. Thirty-seven from 1934, and from 1940, approxi- 
mately eighteen or nineteen. 

Mr. 'THomas. What is your loss to date ? 

Mr. Huspanp. Total losses from the beginning are $5,200,000. 

Mr. THomas. And yet you have a reserve of $1 z0, TOO,000 ? 

Mr. Huspanp. Yes, $180 million. 

Mr. THomas. ’ ou will not reach that $1.4 billion anytime soon ? 

Mr. Huspanp. I don’t think in your lifetime or mine, Mr. Congress- 
man. 

Mr. Tuomas. You have one that is sick down in Virginia now, I 
understand ? 

Mr. McAtutster. Yes, sir. 

Mr. Tuomas. How much loss will you have in that ? 

Mr. McAuustrer. We don’t know yet because our examination 
hasn’t been completed. But it will be a very substantial amount 
that is involved, though we don’t believe that there will be any loss 
as far as the Insurance C orporation is concerned. 

Mr. Puitutrres. I often think, Mr. Chairman, that I wish we had as 
clean a budget statement from some of the other agencies. 

Mr. Tromas. That is right. 


RETIREMENT OF FEDERAL INVESTMENT 


Mr. Putiirrs. You have retired about $45 million worth of your 
loan and you have about $55 million to retire ? 

Mr. McAtuisrer. Yes, sir. 

Mr. Puittirrs. And you expect to take 4 years to do it 4 


Mr. McAuuister. Yes, sir. 

Mr. Printers. Suppose you were on the other side of the table, and 
you were the banker who ‘had loaned the money and you had a cus- 
tomer who showed as good a statement as this, and the bank needed 
the money; don’t you “think you would ask them to return it in a 
shorter time ? 

Mr. McAuutster. Well, frankly, we wouldn’t have any objection to 
working out an arrangement to retire the remainder of the $55 million. 
We would like, if we did so, to present a proposal that would not 
weaken the reserve position of the Insurance Corporation at this time. 

Mr. Tuomas. It is nice to see you all. Thank you very much. 

Frepruary 20, 1956. 

(Norr.—The following information was submitted later at the re 

quest of the committee :) 
FEDERAL HOME LOAN BANK BOARD. 
Washington, D. C., February 7, 1956. 
CHAIRMAN ‘AND MEMBERS, INDEPENDENT OFFICES SUBCOMMITTEE, HOUSE APPRO- 
PRIATIONS COMMITTEE 
House of Representatives, 
Washington, D.C. 

GENTLEMEN : In response to the committee’s request to outline a plan for bring- 
ing supervisory examinations into a current status as soon as possible, we submit 
the following information relating to the current status of examinations and the 
suggested steps considered necessary to achieve a ames examining schedule. 

The 1956 workload calls for the examination of 3,432 institutions. This num- 
ber excludes 125 State-chartered institutions whic h will not be examined because 
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of inability to arrange for joint examination in the current fiscal year. In the 
first 6 months of the current year, 1,387 examinations were commenced. In five 
of the examining districts, examinations were in a current status, i. e., 12 months 
since the last examination. Throughout the 12 examining districts, the overall 
average was 14 months since the previous examination. 

The workload for the second 6 months calls for 2,045 examinations to be com- 
menced. It is expected that 1,772 examinations will be started, leaving 273 
examinations of Federal associations yet to be made at June 30 next. Of these, 
129 will be institutions which were examined at various dates in June of last 
year, and the overall average period between examinations will be 13 months. 

The current fiscal year’s workload, shown on page 51 of the justification book, 
underestimates the average number of man-days required to make an examination 
of a federally chartered institution. The workload provides for an average of 
35.5 man-days per examination. Actual experience for the first 6 months of the 
year shows that the average is 40 man-days per examination. On an annual 
basis, this is 10,927 man-days more than is provided in the workload and is 
equivalent to the time necessary to examine 273 federally chartered associations. 

This underestimation is attributable to the much more rapid rate of growth of 
the institutions than the budget provided and accounts for a portion of the delay 
in bringing examinations into a current status. In addition, a recruiting prob- 
lem exists, primarily in the cities of New York, Phladelphia, Chicago, and Los 
Angeles, which is the cause of continuing concern. For instance, it has not been 
possible to obtain an examiner in grades GS—5, GS-7, or GS-9 in New York City 
in the last 3 months. The solution to this problem rests upon our ability to com- 
pete with other employers on a more equitable basis. To do this, it may be neces- 
sary to seek authority to employ outside the civil-service registers. 

In the meantime, the Division is endeavoring to recruit examiners in the dis- 
tricts where they are available, in excess of the number required in such dis- 
tricts, and assigning such personnel—on a temporary basis—to districts where 
examining schedules are behind. Such action, of course, increases travel costs; 
our experience indicates that examiners will not accept a permanent transfer 
from the districts in which they are recruited. 

In order not to obligate at a rate in excess of current authorization, the 
Division was forced to restrict its recruiting since December 1, 1955. The recent 
approval of the increased pay costs and travel supplementals by the Bureau of 
the Budget permits us to give consideration to the early renewal of the Division’s 
recruiting program. 

We believe it is not now possible to bring the examining schedule into a cur- 
rent 12-month status by June 30 next, even if adequate funds were available, 
primarily because of the recruitment problem on the one hand and a staff ab- 
sorption problem on the other. We hope, however, to have examinations on a 
13-month schedule by June 30 next. To do this, in addition to assuming that 
Congress. will at an early date favorably consider supplementals already approved 
by the Bureau of the Budget in the amounts of $165,800 (pay costs) and $178,000 
(travel costs), it will be necessary to request an additional $100,000 to provide 
for increase in travel costs. 

Travel funds are an indispensable element in the examination of insured in- 
stitutions. The 1956 budget provided travel funds for 374 field examiners at an 
average annual cost of $1,740 per examiner. Approval of the supplemental of 
$178.000 will increase this average to $2,216. However, actual experience for 
the 6 months ended January 31, 1956, shows the average to be $2,484, an increase 
of 12 percent over the amount available, including the supplemental of $178,000 
On an annual basis, this amounts to approximately $100,000. 

This travel increase is due to the unusual moving around of field examiners 
to meet the respective district examining schedules and to offset problems 
created by lack of success in our recruiting program. Not making sufficient 
allowance for larger examining crews and for special examinations, such as 
that related to the recent defalecation in Virginia, are also factors contributing 
to this increase. 

Regarding adjustment of the 1957 estimates, necessary to bring the examin- 
ing schedule into a current status, the workload table on page 51 of the Board’s 
justification book provides for a backlog of 187 past-due examinations of State- 
chartered institutions as of June 30, 1957. Our ability to bring these exam- 
inations into a current status rests, to a large degree, upon the active coopera- 
tion of the various State departments; these assignments are under the con- 
trol of the respective State departments and are made on a joint basis. As- 
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suming that the necessary cooperation will be extended, we estimate that an 
additional $111,000 will be necessary to accomplish this objective. This amount 
would provide $76,000 for 14 additional examiners, and $35,000 in travel costs. 

In addition, our experience in the current fiscal year shows it is taking 
an average of 40 man-days to make an examination of a Federal association; 
it compares with 35.5 man-days, the figure upon which the 1957 budget estimates 
are based. This is an increase of 7,722 man-days in the number shown in 
the workload table on page 51 of the justification book, the equivalent of the 
work of 35 field examiners on an annual basis. In terms of dollars, this 
would amount to $158,000 for personal services and $87,000 for travel. 

As already stated, current travel costs on an annual basis are averaging 
$2,484 per examiner. The amount in the 1957 budget is based upon $2,287 per 
examiner. To bring into line, it will be necessary to request an increase of 
$83,000 in this item. 

To summarize, in order to help bring examinations into a current 12-month 
status as requested by the committee, the following items should be added to 
the amount presently available in the current fiscal year: 

Amount presently available_ , 5, OOO 
Supplementals approved by Bureau of the Budget : 

OT CU arr eins cere cp MR Dinh ns gan ie $165, S800 

CE care er hrc ccleaner a 178, 000 


See 348, 800 
Additional supplemental (travel) ; 100, 000 


Revised total 3 8. 488. 800 


For fiscal 1957, the following items should be added to the estimate included 
in the budget: 


Amount in 1957 budget eee 
To bring State examinations current Peete te Pa 111, 000 
To provide for increase in average man-days per examination of 

federally chartered associations__....._....._____~ 245, 000 
To adjust underestimation in travel costs___ : Piles 83, 000 


Total revised estimates 4, 289, 000 
We shall be glad to furnish any additional information or respond to any 
further inquiries the committee may wish to make. 
Sincerely yours, 
WALTER W. MCALLISTER, Chairman 





1280 
Tuurspay, Fesruary 9, 1956. 
FEDERAL TRADE COMMISSION 
WITNESSES 


JOHN W. GWYNNE, CHAIRMAN 

SIGURD ANDERSON, COMMISSIONER 

WILLIAM C. KERN, COMMISSIONER 

ALEXANDER AKERMAN, JR., EXECUTIVE DIRECTOR 

ROBERT M. PARRISH, SECRETARY 

WILLIAM P. GLENDENING, CHIEF, DIVISION OF BUDGET AND 
FINANCE 

JOSEPH E. SHEEHY, DIRECTOR, BUREAU OF LITIGATION 

HARRY A. BABCOCK, DIRECTOR, BUREAU OF INVESTIGATION 

CHARLES E. GRANDEY, DIRECTOR, BUREAU OF CONSULTATION 

SIMON N. WHITNEY, DIRECTOR, BUREAU OF ECONOMICS 

ROBERT B. DAWKINS, ASSISTANT GENERAL COUNSEL 

PGAD B. MOREHOUSE, ASSISTANT GENERAL COUNSEL 


SALARIES AND EXPENSES 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 


Program by activities 
1. Antimonopoly: | | 
(a) Investigation and litigation $1, 554, 772 $1, 872, 600 | $2, 798, 600 

(5) Economie and financial reports : ; 275, 210 276, 500 276, 500 

2. Deceptive practices: 
(a) Investigation and litigation ‘ie ok , 093, 448 , 141, 800 , 141, 800 

(b) Trade practice conferences and small business_--| 245, 334 243, 400 | 243, 400 

(c) Wool, fur, and flammable fabrics enforcement. -_| 258, 938 280, 000 280, 000 

(d) Lanham Act and insurance 57, 928 | 61, 900 61, 900 

3. Executive direction and Management -- 361, 006 | 379, 000 379, 000 
4, Administration - - ; 279, 645 | 293, 300 | 318, 800 


Total obligations ; ; , 126, 281 | , 548, 500 5, 500, 000 
Financing: 
Unobligated balances no longer available . 2, 719 


canendl . 7 
Appropriation 4, 129, 000 , 262, 500 5, 500, 000 
Proposed supplemental due to pay increases _ - x 286, 000 a 
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Obligations by objects 


Object classification 1955 actual | 1956 estimate | 1957 estimate 


Total number of permanent positions . . 624 632 
Average number of all employees 587 610 
Number of employees at end of year _- . 5s4 622 
Average salaries and grades: 
General schedule grades: 
Average salary_-. 
Average grade 
Personal services: 
Permanent positions. _-.-- bailed $3, 786, 650 $4, 148, 500 
Positions other than pe rmanent. 556 | 1, 200 
Regular pay above 52-week base _ - 13, 835 15, 300 | 
Payment above basic rates ; 10, 632 | 12,000 | 
Total personal services ei aad 3, 811, 673 , 177, 000 
02. Trave!_-- : ‘ 22, 570 160, 000 
03 Transportation of things 5,818 | 5, 000 | 
04 Communication services 51, 194 60, 000 
05 Rents and utility services ane 25, 285 27, 300 
06 Printing and reproduction : 21, 255 22, 000 
07 Other contractual services i 41, 991 34,950 | 
Services performed by other agencies 4, 262 15, 000 | 
08 Supplies and materials ; 40, 746 38, 250 
09 Equipment 1, 362 9, 000 | 
13. Refunds, awards, and indemnities ca ; . 125 


Total obligations. anh 4, 126, 281 , 548, 500 | 


Budget authorizations, expenditures and balances 


1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATION AVAILABLE 


Appropriation $4, 129, 000 $4, 262, 500 $5, 500, 000 
Proposed supplemental due to pay increases 286, 000 
Obligated balance brought forward 169, 861 247, 807 97, 000 
Increase in prior year obligations___- 50 
Total budget authorizations available_.- 4, 298, 911 , 796, 307 
EXPENDITURES AND BALANCES 


Expenditures: 
Out of current authorizations 3, 878, 813 4, 076, 500 | 5, 143, 000 
Out of anticipated supplemental : appropri: ation 275, 000 000 
Qut of prior authorizations___. 169, 572 247, 807 , 000 


Total expenditures 4, 048, 385 4, 599, 307 | 5, 340, 000 
Unobligated balance no longer available (expiring for obliga- | 
tion) - ‘ 2,719 
Obligated bale ance carried forward... : 247, 807 197, 000 357, 000 


Total expenditures and balances _.-- 4, 298, 911 , 796, 307 5, 697, 000 


Mr. Tuomas. The committee will please come to order. 

We have this morning the Federal Trade Commission. The com- 
mittee welcomes our friend and former colleague, the very able and 
distinguished chairman, John Gwynne. It is ‘also nice to have with 
us Commissioner Anderson and Commissioner Kern. The other two 
Commissioner members are unavailable ? 

Mr. Gwynne. Mr. Mason is attending a trade practice conference 
and Mr. Secrest is out in Ohio. His wife is hav ing a Serious operation. 

Mr. Tuomas. Take back our greetings to the two Commissioners 
and tell them we wish them well but miss s them. 

It is nice to have Mr. Akerman, the Executive Director, with us 
again; Mr. Parrish, the Secretary; our old friend, Mr. Glendening, 


72350—56—pt. 2-21 
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Chief of Budget and Finance; Mr. Sheehy, Director of Litigation; Mr. 
Babeock, Director, Bureau of Investigation; Mr. Grandey, Director, 
Bureau of Consultation; Mr. Whitney, Director, Bureau of Econom- 
ies: Mr. Dawkins, Assistant General ‘Counsel : and Mr. Morehouse, 
Assistant General Counsel. 

Mr. Chairman, if you or any of the other Commissioners or staff 
have a statement for us, we will be delighted to listen to you as long 
as you want to talk. 

Mr. Gwynne. Thank you. I would like to make a brief statement. 
Before doing that I would like to present formally our new members: 
Governor Anderson who joined the Commission on September 12 last 
year. 

Mr. Tuomas. Delighted to have you, Governor, and hope your stay 
here is long, happy, and satisfactory. 

Mr. Anperson. Thank you. 

Mr. Gwynne. Mr. William Kern, who joined the Commission as 
Commissioner on September 26. 

Mr. Tuomas. He is an old friend and old customer. We are de- 
lighted to have you in a different capacity. 


AUTOBIOGRAPHIES OF COMMISSIONERS ANDERSON AND KERN 


Mr. Gwynne. Both these men have had a distinguished career. I 
would be glad to submit for the record 

Mr. Tuomas. Put something in the record. 

Mr. Evins. In the history of the Commission, Mr. Kern is the first 
man to rise from the ranks to become Commissioner. 
Mr. Tuomas. Congratulations. Put something in the record on 
them. 


(The information requested is as follows :) 


SragurD ANDERSON 


Born January 22, 1904, at Arendal, Norway; came to the United States at the 
age of 3; educated in the rural schools of South Dakota; graduated from the 
high school department of Canton Lutheran Normal, Canton, S. Dak.; attended 
the South Dakota State College at Brookings, S. Dak., 1925-26; received A. B. 
degree, cum laude, from the University of South Dakota, Vermillion, S. Dak., 
in 1931; LL. B. degree, cum laude, College of Law, University of South Dakota, 
Vermillion, S. Dak., 1937. For a brief period of time taught school in the rural 
schools of South Dakota, Junior High School, Rapid City, S. Dak., and Senior 
High School, Webster, S. Dak. Following graduation from law school in 1937, 
began the practice of law at Webster. In 1938 and 1940 was elected State’s 
attorney of Day County; in 1941, was appointed assistant attorney general for 
South Dakota. In 1942 enlisted in the United States Navy and reported for 
duty early in 1943; served in the Navy for 3 years, with duty both stateside and 
in the Southwest Pacific areas: held rath at lieutenant commander in the 
United States Naval Reserve. In 1946 returned to the private practice of law 
and was elected attorney general of South Dakota; served 4 years as attorney 
general. In 1950 was elected Governor of South Dakota, and reelected in 1952. 
Appointed member of the Federal Trade Commission in 1955. While serving 
as Governor of South Dakota was chairman of the Missouri River States Com- 
mittee, member of the Missouri Basin Interagency Committee, and chairman of 
the Inland Governors Council. Member of the American Legion and Veterans 
of Foreign Wars. In 1953 received LL. B. degree (honorary) from Yankton 
College, Yankton, S. Dak., for services to education. Member of Masonie Lodge 
and affiliated bodies, Consistory. Also member of Phi Beta Kappa, Delta Theta 
Phi, and Pi Kappa Delta. Is a member of the Lutheran Church. Member of the 
Republican Party; Isaac Walton League, South Dakota Bar Association, and 
American Bar Association. In 1937 married Vivian Walz, of Vermillion, S. Dak., 
and has 2-year-old daughter, Kristin Karen. 





1283 


WiLtiAM C. KERN 


Lawyer ; born Indianapolis, Ind., August 9, 1903; son of late Senator and Mrs. 
John W. Kern, of Indiana; married Mary Florence Malott September 24, 1929; 
one child, Mary Florence Kern; education, B. 8S, Princeton University, M. A. 
Columbia University, LL. B. Harvard Law School; admitted to Indiana bar in 
1927 and engaged in general civil practice of law in Indianapolis 1927 to 1940; 
served as assistant prosecuting attorney of Marion County, Ind., and also as 
municipal attorney advising the Board of Zoning Appeals of Indianapolis; trial 
attorney, Wage and Hour Division, United States Department of Labor, 1940—41 ; 
trial counsel, FTC, specializing in antimonopoly field 1941-54 except for military 
service later noted: Assistant Director, Bureau of Litigation, FTC 1954-55; 
appointed member of FTC by President Eisenhower for term of 7 years and 
entered upon duties September 26, 1955; commissioned captain in Army in 1943 
and served as civil affairs officer with military occupational duties in the 
Philippines and in Japan, being discharged with rank of major in 1946; member 
of American and Federal bar associations, Princeton Club of Washington, Phi 
Gamma Delta Fraternity, and Chevy Chase and Metropolitan Clubs of Wash- 
ington, D. C.; Democrat: Washington residence 4861 Indian Lane NW. 


GENERAL STATEMENT 


Mr. Gwynne. My statement will be very brief and informal. Our 
budget this year is $5.5 million. This is an increase of $951,500. 

This increase is for antimerger work and it is to that subject I 
would like to direct my remarks very briefly. 


CORPORATE MERGERS 


As you all know, we have had in this country three well-defined 
merger movements. The first one was about the turn of the century, 
next was from 1924 to about 1929, and the present one beginning in 
1949 to the present. 

Now this chart on page 19, Federal Trade Commission Report on 
Corporate Mergers and Acquisitions, sets it out. 

Mr. Tuomas. Do we have this? 

Mr. Gwynne. No; I intend to leave this with you. I can give 
a few figures which cover the situation. For example, in 1919 there 
were 400 acquisitions recorded. It rose in 1920 to almost 800. Then 
it dropped down quite sharply in the next few years to about 300. 
Then, beginning about 1920 or 1921 or 1922 there was a rapid rise 
in the acquisition movement in the country until 1929 when substan- 
tially 1,200 were recorded. Then it dropped down again very 
rapidly until 1938, at which time about 100 were noted here and con- 
tinued along on that level until about 1942 when it rose again until 
about 1945 or 1946. Four hundred is the figure at that point. It 
dropped in 1949 to about 100 and since 1949 has risen. The figure 
in 1954 stood at 400. 

We have some figures for 1955 and those figures indicate that the 
number of acquisitions has risen all during 1955 at substantially 
the same rate of increase as previous years. If you wish to complete 
this chart the line would be extended substantially as it has been in 
the last few years. 

Furthermore, acquisitions where the acquiring company had assets 
of $50 million, those acquisitions have risen more rapidly than ac- 
quisitions by smaller companies. ; 

This is an extra copy I will be glad to leave. 
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Mr. Tuomas. Is that the chart in the justifications? 

Mr. Gwynne. No, sir; it is not. 

Mr. Tromas. Off the record. 

(Discussion off the record). 

Mr. Evins. Your principal increase is requested because of the 
antimerger work which you say the Commission is stepping up? 

Mr. Gwynne. That is correct. 

Mr. Boranp. What report are you reading from ? 

Mr. Gwynne. This is the special report gotten out by the Federal 
Trade Commission, Report on Corporate Mergers and Acquisitions. 
It is a result of a study made by the staff and has the date of May 
1955. It contains a great deal of information about the merger move- 
ment, the reasons for it, the effects of it, and figures about it. I will 
be glad to leave the book with you. 

Mr. Tomas. Off the ae 

(Off the record discussion.) 

Mr. Gwynne. Getting back to the matter of mergers, the situation 
has been made difficult because of the fact that our prior legislation 
has not been adequate. The Sherman Act, which was our first one, 
was too little and too late. The Clayton Act in 1914 was a great 
improvement 

Mr, Tuomas. You are an able lawyer. Sort of spell out for the 
record here just what the Sherman Act did and what was its purpose; 
what was the attempt made by the Clayton Act. Spell out your 
jurisdiction with some degree of detail and point out the weaknesses 
of each one. 

SHERMAN ACT 


Mr. Gwynne. The Sherman Act prohibited monopolization, the 
creat difficulty with that act being that proof necessary involved a 
complete monopolization, you might say, and the construction given 
by the courts resulted in the situation where very few mergers were 


stopped. 


CLAYTON ACT 


Congress attempted to remedy that situation in 1914 when the 
Clayton Act was passed and adopted there the principle of attempting 
to do something about the monopoly before it got to be so large that 
you could do nothing about it. 

It was a great improvement, but it had one defect, at least one, 
and that was it did not cover acquisition of assets. That was a loop- 
hole which was soon discovered and the law became substantially 
ineffective. 

AMENDMENT OF 1950 


In 1950 the law was amended. That loophole was plugged, Con- 
eress made it very clear, to me at least, that they did not intend the 
Sherman Act test to apply, that they meant for the Federal Trade 
Commission and oher enforcement bodies to consider the probable 
dangers of an acquisition, and to act where any acquisition gave 
reasonable probability that it would result in lessening of competi- 
tion. 
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PROPOSED LEGISLATION 


Now it has been a great improvement. We, however, are suggesting 
to certain legislative committees of Congress some additional legisla- 
tion. It does not have to do particularly with the general philosophy 
of the law, but with the machinery of it. For example, one great 
difficulty we have now is getting information about mergers. We 
are asking that corporations planning to merge where the combined 
assets would be in excess of ten million dollars be required to notify 
the Department of Justice or the proper agency of their intention to 
merge, and to furnish certain information which would be requested 
by the Justice Department or by the agency ; and that no merger could 
take place until 90 days after the notice was given. 

In addition, another great difficulty in the merger field has been 
that after the case is tried and an order is made, an order of divesti- 
ture, the assets have been so commingled it is very difficult to un- 
scramble them. 

We are asking that the law be amended so that we may go into court 
and ask for an injunction to restrain violation before that can happen. 

We also ask other amendments. 

I mention that because these amendments, if adopted, will make our 
work much more effective, will make the money we hope you give us 
go further. It will, however, do another thing. It will put the ma- 
chinery of law enforcement in high gear. It will be necessary for us 
to review promptly a number of proposed mergers and to move in 
‘apidly if we think that should be done. 

Mr. Yates. Can the Federal Trade Commission move rapidly ¢ 

Mr. Gwynne. We hope we can move more rapidly than we have 


been doing. It is a difficult matter to get the facts on these mergers. 
The whole purpose, I am sure, of these amendments, if they are 
adopted, would be to get more rapid action. I am confident of that. 


BUDGET INCREASE TO BE APPLIED TO ANTIMERGER WORK 


Now the additional money that we are asking, substantially all of 
it would involve employment of more people. To investigate these 
cases, to try them, and to carry them through the courts where neces- 
sary would take many more people. We plan to employ more law- 
yers, more economists, more statisticians, substantially 164 people we 
estimate would be available under the increased appropriation. 

In addition to that, we have recently filed some other important 
cases which we must carry along with our merger work. For example, 
there are the three TBA cases; we filed a case against General Motors 
recently and there are various other cases. They will undoubtedly 
be vigorously defended and that will require the services of a good 
many people in those cases. 

Gentlemen, on the merger business that is about the story. 

Mr. Putuuies. Did you say which three cases? 

Mr. Gwynne. TBA? Tires, batteries and accessories, involving an 
override commission given to certain oil companies. 


TRAVEL LIMITATION 


In that connection there is another thing which has to do with the 
travel limitation. Now it will be necessary for our people to get 
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6 which is the jurisdiction of the Commission and the tables on pages 
8 and 9 which are obligations by activity and object, and the table on 
page 10 which shows personnel load for 1956 of 632 positions against 
a request for 796 for 1957, an increase of 164 positions, at a total 
estimated cost for 1957 of $5,500,000 against $4,548,000 in 1956, an 
increase of $951,500. 

(Pages referred to follow :) 


SUMMARY AND HIGHLIGHTS 
JUSTIFICATION OF THE 1957 BUDGET SUBMISSION 


The Fedeal Trade Commission submits its budget estimate for the fiscal year 
1957 with full awareness and sympathy for the need to hold such requests to an 
absolute minimum. Yet, with the relatively diminishing staff to police com- 
petition in a burgeoning economy and a mandate to halt the threat of corporate 
mergers, it would be foolhardy to pare our estimates below realistic minimum 
needs. 

We, therefore, ask for $5,500,000 in order to launch an intensive drive against 
illegal corporate mergers and to maintain effective performance of our other 
statutory duties. This is an increase of $951,500 over funds available in fiscal 
year 1956 including the original appropriation and an anticipated supplemental 
appropriation to meet the 1955 pay increase. The entire $951,500 is for a pro- 
posed accelerated antimerger program. 

During fiscal 1955, following a thoroughgoing reorganization, the Commission 
was able greatly to expand its productivity as is demonstrated bv charts 1-6, 
which follow, and reduce the excessive delays which have been the greatest weak- 
ness of the Commission. Preliminary figures indicate that the 1956 figures 
will reflect a further improvement. This improved performance was particu- 
larly vital when it is considered that the Commission staff in 1955 was smaller 
than in 1940, while as chart 7 demonstrates, the rate of increase of the gross 
national product from 1940 to date has been far greater than that of Federal 
Trade Commission appropriations. During the same period, the annual adver- 
tising that must he policed for false and misleading statements has increased 
in volume from $1,666 million to well over $8,500 million. And growing more 
competitive by the day. 

Administration of section 7 of the Clayton Act, as amended 

The Commission views as its primary problem in fiscal 1957 the need to expand 
its staff very substantially in order to achieve effective enforcement of the 
provisions of section 7 of the Clayton Act as amended. This section provides that 
corporate acquisitions of stock or assets are illegal where the competitive effects 
described in the statute are present. 

Th2 Commission’s recent report on mergers indicates that such acquisitions 
are being consummated currently in greater numbers than in any other recent 
year. Congress has shown great interest in the matter of enforcement of section 
7. The Antitrust Subcommittee of the House Committee on the Judiciary 
in May 1955 acted on a resolution to your committee, indicating “that the Federal 
Trade Commission should be given consideration for additional money to under- 
take their antimerger work” (p. 2528—Current Antitrust Problems—hearings 
before Antitrust Subcommittee (Subcommittee No. 5) of the Committee on the 
Judiciary, House of Representatives, 84th Cong., 1st sess.). In addition, the 
House Select Committee on Small Business, Antitrust and Monopoly Subcom- 
mittee of the Senate Judiciary Committee, and numerous Members of both 
Houses have shown great interest in the merger problem. 

Prior to 1950, section 7 of the Clayton Act applied only to stock transfers. 
However, a series of court decision established that where stock had been 
transferred and used to bring about a transfer of assets, the matter thereafter 
became moot. This nullified effective operation of the statute. Consequently, 
in 1950, the act was amended to cover transfers of assets as well. Between the 
passage of the act in 1950 and April 1953, only three proceedings were instituted 
by the Federal Trade Commission under section 7. 

It was found at the time of the reorganization that the Commission’s legal 
and economic staffs charged with enforcement of this act were bogged down with 
old or insignificant cases which not only were not suitable for action but which 
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also precluded attention to important mergers. As the first step in an effort 
to improve this program, during the past fiscal year the Commission undertook 
an intensive economic study of the merger program, the results of which were 
published in a 210-page merger report last May. Also, partly on the basis of the 
results of this study, a more intensive enforcement program of section 7 was 
begun, commencing with the establishment of a merger task force last April. 
Its work made possible three additional antimerger proceedings. 

Based on its experience with the merger problem to date, the Commission 
strongly feels that a very substantial increase in its staff is imperative if it is to 
cope with the problem. 

The Commission’s merger task force now screens weekly those mergers reported 
in newspapers, financial journals, trade publications, and elsewhere. These 
have been found to average approximately 15 weekly or some 750 per year. 
Results of this screening indicate, on the basis of preliminary information avail- 
able, that 4 or 5 cases a week, or about 200 a year, appear to be of the kind and 
significance to warrant further inquiry as to its legality. This preliminary 
decision in selecting cases to investigate further must of necessity be based on 
the Commission's very limited information on each merger at that time. A 
survey of major manufacturing corporations undoubtedly would permit a more 
intelligent and effective screening process by providing considerable basic working 
information not now available. The need for this survey is discussed in detail 
in the Bureau of Economics section of the antimerger program. 

In inquiring into the approximately 200 cases selected in the course of pre- 
liminary screening, the Commission’s staff obtains a fairly detailed report from 
one or both of the companies involved, in order to evaluate further the effects 
of the transaction. Each such report must be thoroughly studied, both from legal 
and economic standpoints. Very considerable legal research is necessary, since 
there have been no completely litigated cases under the 1950 amendment to 
the act. Complex legal-factual situations may be involved, such as: 

(a) The extent to which, and the circumstances under which, the act applies 
to so-called conglomerate mergers: namely, those in which the acquisitions 
spread into different fields of activity. 

(b) The application of the act to so-called territorial expansion cases, where 
a major concern enters a new territory by purchasing one or more local concerns. 

(ec) The definition of “commerce” under the act since the law requires that 
the acquired corporation be engaged in commerce, but is silent on what activities 
of the corporation are sufficient to constitute such commerce. Not only must 
considerable legal work be done on basic problems of this kind, but the law also 
must be applied to the particular facts of the individual case. 

At the same time, considerable marketing analysis usually is necessary to 
analyze each merger case properly. To reach a proper determination, informa- 
tion is required on the competitive situation in the industry involved. Even the 
companies concerned in the merger may have no facilities for supplying this. 
While they know their product sales in a national or regional market, normally 
they do not have figures on the activities of their competitors. This problem is 
accentuated by another change in the wording of the law under the 1950 amend- 
ment. This declares that the test is the effect upon competition in the industry 
generally as distinguished from the prior test of competition between the acquir- 
ing and acquired companies. Hence, for proper determination in a merger case, 
resort frequently must be made to extensive surveys, samplings, or like techniques 
to determine market position. 

While it is, of course, impossible to predict with complete accuracy the results 
of the handling of cases, we estimate conservatively that of 200 cases selected 
for preliminary inquiry, only about 60 will warrant substantial field investiga- 
tion with subsequent study by project attorneys, economists, and trial attorneys. 
We also estimate that a minimum of 15 will require tailored surveys of market 
conditions, to be conducted by business analysts and statisticians. With in- 
creased staffing, it is anticipated that a minimum of 12 complaints will issue in 
fiscal 1957 and the staffing pattern is based on this estimate. Of this minimum, 
it is not unlikely that one-third, or a minimum of four, may also require resort to 
the court for an injunction in order that the stock or assets which are the sub- 
ject of proceedings may be kept in status quo pending final outcome, so that 
effective relief may be granted if warranted. 

A total of 164 added positions involving a total of $951,500 for the merger 
program is requested. 

Although these positions will be divided among the Commission’s bureaus, all 
are part of the comprehensive antimerger program. Most of the personnel 
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actually will be detailed to the merger task force to insure the requisite close 
working relationship. Because the entire increase requested is for this program, 
it is treated in a section entitled “‘Antimerger Program.” 


STATUTORY AUTHORITY AND DUTIES OF THE FEDERAL TRADE COMMISSION 


Statutory authority.—The Federal Trade Commission, an administrative 
agency, created by the act of September 26, 1914, is charged with the enforce- 
ment of the Federal Trade Commission Act as amended by the Wheeler-Lea Act, 
approved March 21, 1988 (52 Stat. 111-117); section 2 of the Clayton Act, as 
amended by the Robinson-Patman Act, approved June 19, 1936 (49 Stat. 1526), 
and sections 3, 7 as amended, and 8 of the Clayton Act of October 15, 1914 (38 
Stat. 730); the Export Trade Act, approved April 10, 1918 (40 Stat. 516); 
the Wool Products Labeling Act, approved Ocotber 14, 1940 (54 Stat. 1128); 
the Insurance Regulation Act, approved March 9, 1945 (59 Stat. 33); the 
Lanham Trade-Mark Act of 1946, approved July 5, 1946 (60 Stat. 427); the 
Fur Products Labeling Act, approved August 8, 1951 (65 Stat. 175); and the 
Flammable Fabrics Act, approved June 30, 1953 (67 Stat. 111). 

Duties.—The principal duties of the Commission under the above-mentioned 
statutes are: 

(1) The Federal Trade Commission Act.—Under this act, the Commission is 
charged with (a) the prevention of unfair methods of competition in commerce 
and unfair or deceptive acts or practices in commerce; (0) the conduct of inves- 
tigations relating to (1) alleged violations of the antitrust acts, (2) the manner 
in which decrees in antitrust suits brought by the United States have been 
earried out, and (3) the organization, business, conduct, practices, and manage- 
ment of corporations engaged in commerce (with certain statutory exemptions) 
and their relation to other enterprises; (c) the making of reports and recom- 
mendations to the Congress with respect to legislation; and (d) the conduct of 
trade conferences of industries for the elimination of unlawful and unethical 
business practices. 

(2) Clayton Act.—Under sections 3, 7, and 8 of this act the Commission is 
charged with the duty of preventing and eliminating unlawful tying contracts, 
corporate mergers and acquisitions, and interlocking directorates. Under the 
Clayton Act, as amended by the Robinson-Patman Act, which greatly enlarged 
and increased the jurisdiction and duties of the Commission in respect to unlawful 
price discriminations, the Commission is charged with the prevention of certain 
specific practices ; i. e., unlawful price and related discriminations. 

(3) Export Trade Act.—The Commission is responsible for receiving and 
filing articles of association or incorporation of associations organized under 
the Export Trade Act; investigating their operations which may adversely affect 
competition within the United States; making recommendations to the asso- 
ciations for readjustments deemed necessary therein; and, where considered 
appropriate, making recommendations to the Attorney General for penal action. 

(4) Wool Products Labeling Act.—Under this statute the manufacture for 
introduction into commerce, or the introduction, sale, transportation or dis- 
tribution, in commerce, of misbranded wool products, is unlawful, and con- 
stitutes an unfair method of competition and an unfair and deceptive act and 
practice under the Federal Trade Commission Act. The Commission is author- 
ized to make inspections, analyses, tests, and examinations of all wool products 
subject to the act and to make such rules and regulations as may be necessary 
and proper for the administration and enforcement of the act. In addition, the 
Commission is also empowered under the statute to prevent the movement of 
misbranded wool products in commerce by injunction and to proceed by libel 
action in certain cases for condemnation of such products. 

(5) Insurance Regulation Act of 1945.—The provisions of this act limit the 
application of the Federal Trade Commission and Clayton Acts, as amended, to 
practices in the insurance field which have not been regulated by the States. 
‘This has imposed upon the Commission the task of not only determining whether 
any given matter concerning insurance violates any of the acts it administers, 
but also whether the practices involved have been regulated by the States within 
the intent and meaning of this act. 

(6) Lanham Trade-Mark Act of 1946.—Under this statute it is the duty of the 
Commission to make applications for the cancellation of registered trademarks 
under certain specified conditions. The Commission, as applicant, must secure 
the proper evidence on which the application for cancellation is based, prepare 
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the application, stating the grounds relied upon, be represented at the hearing 
before.a Patent Office examiner for the purpose of presenting such evidence and 
otherwise prosecute the matter to a conclusion. 

(7) Fur Products Labeling Act.—The Commission is charged with the ad- 
ministration and enforcement of this recently passed consumer legislation which 
requires the mandatory labeling of fur articles of wearing apparel, as well as 
truthful invoicing and advertising of furs and fur products to show, among 
other things, the true English name of the animal from which the fur was taken. 
The Commission is also charged with issuing a Fur Products Name Guide and 
is authorized and directed to cause compliance inspections, analyses, tests, and 
examinations to be made of furs and fur products subject to the act and to 
prescribe rules and regulations governing the manner and form of disclosing 
required information under the act. In addition to administrative enforcement, 
injunctive and condemnation proceedings are also provided for. 

(8) Flammable Fabrics Act.—Under this act which became effective July 1, 
1954, the Commission is directed to prevent the marketing in commerce of all 
wearing apparel and fabrics intended for use in wearing apparel which when 
tested under the prescribed standard set forth in the act is so highly inflammable 
as to be dangerous when worn by individuals. Its enforcement is to be carried 
out through administrative procedures provided for under the Federal Trade 
Commission Act as well as injunction, condemnation, and criminal proceedings 
in the Federal courts. 


Obligations by activities 


Actual Allotment Requested 
fiscal year | fiscal year fiscal year Increase 
1955 1956 1957 





Antimonopoly: 
Investigation and litigation 5s ‘ $1, 872, 600 $2, 798, 600 $926, 000 
Economic and financial reports__...--.---- 276, 500 276, 500 : : 

Deceptive practices: 
Investigation and litigation 1, 093, 448 1, 141, 800 1, 141, 800 
Trade practice conferences and small busi- | 

} 


Bk hice he anedeien ssiitias suites hik ina ates anand 245, 334 243, 400 | 243, 400 
Wool, fur, and flammable fabrics enforce- 
258, 938 280, 000 280, 000 |_. 
Lanham Act and insurance 57, 928 61, 900 | 61, 900 |_- 
Executive direction and management ‘ 361, 006 | 379, 000 379, 000 ‘ 
SEIN i Mii dapseidanncynntesaces oats 279, 645 293, 300 318, 800 25, 50K 








4,126,281 | 4, 548, 500 5, 500, 000 | 951, 500 
| t i 


Obligations by objects 


Actual, Allotment, | Requested, it! 
fiscal year | fiscal year fiscal year a weer 
1985 | 1956 1957 decrease (—) 
Personal services $3, 811, 673 $4, 177, 000 $4, 971, 300 $794, 300 
Travel 122, 570 160, 000 | 227, 000 67, 000 
Transportation of things 5, 818 | 5, 000 8, 000 3, 000 
Communication services 51, 194 60, 000 67, 000 7,000 
Rents and utility services 25, 285 27, 300 | 25, 500 —1, 800 
Printing and reproduction | 21, 255 | 22, 000 | 46, 000 24, 000 
Other contractual services 41, 991 34, 950 | 44, 800 | 9, 850 
Services performed by other agencies- -- 4, 262 15, 000 | 17, 000 2, 000 
Supplies and materials 40, 746 38, 250 53, 000 14, 750 
Equipment 1, 362 | 
Refunds, awards, and indemnities 125 








4, 126, 281 4, 548, 500 
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Mr. Putuuirs. Does that include travel ? 

Mr. THomas. That is overall. The personnel increase is a little 
bit less than the overall increase. What is that figure for your per- 
sonnel increase? Isit about $800,000 ? 

Mr. GLENDENING. $794,300. 

Mr. Tuomas. Your personnel cost for 1957 is estimated at $4,971,- 
300 against $4,177,000 for 1956, an increase of $794,300 over 1956 for 
personnel cost alone, which is an increase of 164 positions. 

I do not find it added up on this chart, but your “Other objects” 
cost compares most favorably with your personnel cost, around 10.5 
percent, which is the lowest of any agency that has been before this 
subcommittee this year. That certainly is a feather in your cap. 

Off the record. 

(Discussion off the record. ) 


INCREASE IN NUMBER OF POSITIONS BY BUREAUS 


Mr. Tomas. You have four big bureaus here—page 10 is already 
in the record—Bureau of Litigation, Bureau of Investigation, Bureau 
of Consultation, Bureau of Economics. Now, that is your original 
chart in somany words. 

Then you have supporting these four bureaus the Commissioner’s 
Office, Office of the Executive Director, Office of the Secretary. Office 
of the Executive Director is where all your housekeeping is carried 
on; isthat correct? 

Mr. GLENDENING. Yes. 

Mr. Tuomas. The Office of the Secretary feeds your workload to 
your operating bureaus. Then you have the General Counsel, and 
the Hearing Examiners. How many people do you have supporting 
these four bureaus? 

Look at the Bureau of Litigation. You go from 76 employees to 
99 and that is an increase of 23 positions; the Bureau of Investigation, 
that is your big Bureau, 235 employees in 1956 to 313 in 1957, an in- 
crease of 78. The Bureau of Consultation, you remain the same, 40 
jobs. The Bureau of Economics, jumps from 83 to 128, an increase 
of 45. 


ANTIMERGER PROGRAM JUSTIFICATION 


Quickly run down these activities in litigation, consultation, eco- 
nomics, and investigation. There is your main subject there. Before 
you do that put pages 11, 12, 13, 14, and 15 in the record. That is 
a pretty good narrative. 

(Pages referred to follow:) 


ANTIMERGER PROGRAM 


BUREAU OF INVESTIGATION 


To assemble the facts on which to base judgment in evaluating mergers and 
to conclude the prosecution of those found to be illegal requires comprehensive 
investigation in the field and coordinated work on the results by the Commission 
staff 

This coordination is handled by project attorneys assigned to the Bureau of 
Investigation and working on the merger task force. These attorneys have pri- 
mary responsibility for assigned cases and call upon the Commission’s business 
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analysts, statisticians, and trial attorneys for help in developing these cases. 
They also offer guidance to field investigators engaged in assembling facts in 
the cases. 

Close teamwork between field investigators and project attorneys offers the 
fastest and most effective contribution the Bureau of Investigation can make to 
the Commission’s merger task force, which itself was set up to achieve greater 
speed and coordination than is possible under consecutive treatment by Com- 
mission Bureaus. 

It also has become apparent that this required coordination can be made more 
effective through a closer liaison among market analysts, statisticans and 
lawyers. Therefore the Commission plans to add 4 business analysts and 7 
statisticians to the Bureau of Investigation. These people will work closely 
on individual cases with the legal staff. 

The amount of $406,900 will be required to provide the above personnel, 13 
project attorneys, 17 attorneys in field offices, 7 accountants, and 30 clerks and 
stenographers to support the merger task force in achieving its purpose. Illus- 
trative of the added accounting work required by merger cases is the fact that 
one accountant has been kept busy on the Crown-Zellerbach case almost since its 
inception in 1952. 


Travel and other expenses 


In order to provide travel funds for the new field attorneys and additional 
travel for the present field staff which will be required for the investigation of 
antimerger cases an increase of $38,000 in travel funds is requested. This will 
provide a total of $136,500 for travel in the Bureau of Investigation and will 
allow only 68 days of travel for each field investigator. 

The increase of 78 new employees requested for this Bureau will necessitate 
additional operating costs of $1,000 for postage and communication, $4,000 for 
supplies and materials and $8,000 for equipment. This is only a net increase of 
$2,200 over funds appropriated in 1956 as the $10,800 presently being paid to 
General Services Administration as rental for the Cleveland office will not be 
required in 1957. 


BUREAU OF ECONOMICS 


The contribution of this Bureau to the antimerger program lies in furnishing 
continuing information concerning variations in concentration in industry to 
facilitate informed selection of significant acquisitions and in assisting in the 
development, investigation, and trial of section 7 cases. Its present staff is inade- 
quate to handle the volume of extra work that will be required in the expanded 
program. 

To perform its functions, the following increases are needed : 

(a) General surveys.—At the first step in its section 7 work, the Commission 
should have information concerning the salient characteristics of the major 
acquiring and acquired companies, as well as their major competitors. (It is 
estimated that for the more significant mergers at least 5,000 corporations will 
be either acquiring, acquired, or major competitive companies in fiscal year 1957.) 
Such characteristics include the size of each company, its major products, loca- 
tions of its plants, geographic areas in which it sells or buys, methods of sale or 
classes of customers, sales of major products and relative size in major markets. 
Without this minimal information, neither the competitive consequences of 
mergers in general, nor the consequences of particular mergers, can be measured 
or judged critically. With it, potentially significant acquisitions will be readily 
identified. 

The amount of $156,000 is requested to collect and analyze reports from 5,000 
corporations for section 7 casework, of which $133,000 is for 34 positions, $1,000 
travel, $1,000 postage and communications, $6,000 printing, $9,000 machine 
rental, $2,000 supplies, and $4,000 equipment. 

(b) Statistical and economic assistance.—Among the statistical services needed 
by the legal and economic staffs of the Commission in the investigation and trial 
of seetion 7 cases are: (1) the design of surveys which will provide information 
necessary to the investigation or trial stages of the Commission’s cases (a survey 
designed by a trained statistician will provide the maximum amount of informa- 
tion for a given cost. It is especially desirable that surveys or experiments which 
are to provide statistical evidence be prepared by a trained statistician so that 
the evidence will not be vulnerable to an attack as to its validity) ; (2) the evalua- 
tion of statistical evidence offered by respondents; (3) expert statistical testi- 
mony in the course of trial; (4) advice as to the feasibility of pursuing certain 
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case theories involving statistical evidence or conclusions; and (5) aid in pre- 
paring statistical evidence for submission in rebuttal. 

A part of this is provided in additions to the staffs of the Bureaus of Litiga- 
tion and Investigation. However, in addition, the Bureau of Economics must 
provide a reserve of statisticians, business analysts, and economists who may be 
called on to supplement these staffs and who can accomplish special detailed 
analyses where needed. 

The amount of $53,000 is requested to provide 6 business analysts and econo- 
mists with 5 clerks and stenographers which are required in addition to the 
staff provided in (a) above at a cost of $49,000, $1,000 for necessary travel and 
$3,000 for supplies, materials, and equipment. 


BUREAU OF LITIGATION 


With increased staffing in other Bureaus for this antimerger purpose, we anti- 
cipate that there will be an increased volume of litigation under section 7. 
These cases are among the most difficult confronting the Commission—the law 
is unsettled, the evidence relates to entire industries or markets, the respondents 
are invariably represented by corps of top lawyers, economists, and accountants 
and the remedy provided by law, divestiture, requires speedy disposition. 

The cases which are being tried have demonstrated the need for participation 
by business analysts with the trial attorney. The assistance is needed for expert 
testimony during trial, evaluation of respondent’s evidence, and preparation of 
Commission evidence. 

It is estimated that, to carry on the accelerated program, this Bureau will 
require an increase of 8 trial attorneys, 4 business analysts, and 11 stenographers 
and clerks. 


Travel and other expenses 

An additional $22,000 is requested for travel funds for 1957. This will provide 
a total of $46,000 for travel of 58 trial attorneys or only 40 days of travel per 
attorney. 

The increased number of merger cases which will be litigated during fiscal year 
1957 will require an additional $5,000 for stenographic reporting services as 
experience has shown that this type of litigation is both voluminous and lengthy. 
The addition of 23 new employees requested will require an estimated $1,000 for 
materials and supplies and $2,000 for additional equipment. 


HEARING EXAMINERS 


For fiscal 1957, $14,000 for 1 hearing examiner and 1 stenographer are requested 
to carry on the increased program. 

The increased number of cases in litigation will require a substantial increase 
in travel costs for which an additional $5,000 is requested. 


GENERAL COUNSEL 


The impact of the expanded merger program would be felt in two sectors of 
the General Counsel’s Office. 

The Division of Special Legal Assistants will be called on to advise the Com- 
mission on its quasi-judicial function in these cases. All the problems listed as 
confronting trial attorneys in these cases will also face this Division. It is esti- 
mated that 2 additional attorneys and 1 stenographer will be required. 

The Division of Appeals which is responsible for Commission cases in the 
circuit court of appeals will be called on in all injunction matters developing 
under the program and for all appeals. There is every reason to believe that all 
cases in either category will be fought every step of the way. Three additional 
personnel, two attorneys and one stenographer, are requested for this Division. 

Funds in the amount of $34,500 are requested to provide the 8 employees re- 
quested for the General Counsel. 


OFFICE OF THE EXECUTIVE DIRECTOR AND SECRETARY 


It is requested that 154 employees be added to the Commission for the anti- 
merger program. Obviously, this addition will greatly increase the volume of 
work of the Offices of the Executive Director and Secretary. 

Ten additional employees are therefore requested for these offices as set forth 
in detail as follows. 





1296 


Office of the Executive Director 

The Executive Director, as the Commission’s chief operating official, manages 
the Federal Trade Commission’s activities to achieve effective and economical 
operations. He has responsibility for operational and administrative direction 
of all the Commission’s Bureaus and Field Offices. The Office of the Executive 
Director also includes the Administrative Divisions of the Commission consisting 
of the Divisions of Personnel, Budget, and Finance, Management, and Organiza- 
tion and General Services. 

No increases are anticipated for the Executive Director’s immediate office or 
for the Division of Management and Organization for fiscal 1957. 

One clerk is requested for the Division of Personnel in the merger program. 
In fiscal 1956, 5 positions including a nurse were allocated to this Division and 
the proposed addition of 164 persons requires 1 additional employee. 

One additional clerk will also be required in the Division of Budget and 
Finance. Four additional employees are requested for the Division of General 
Services for the expanded merger program. This Division is responsible for 
publishing Commission material, for procuring supplies and equipment, operating 
the Commission's library and supplying other services to the Commission. This 
Division’s stenographic unit supplements when necessary stenographic and 
typing service for all divisions of the Commission. 

During fiscal 1955, over 900 man-hours of overtime work were preformed in 
the printing plant. To avoid this, insofar as possible, and to meet a further in- 
crease in volume of work, attributable largely to the expanded antimerger pro- 
gram, one additional bindery worker, and one offset press operator, are needed. 
Office of the Secretary 

The Office of the Secretary is the central office of the Commission through 
which most of the work flows to and from the Commission. 

The Secretary supervises the Office of the Assistant Secretary for Minutes, 
the Office of the Assistant Secretary for Legal and Public Records, and the Office 
of Information. 

The only increase requested is for the Office of Legal and Public Records where 
under the antimerger program, four additional clerks are required to handle the 
substantial increase in workload arising from the accelerated work program of 
the operating bureaus. 


General operating expenses 


Allotment Requested 
fiscal vear fiscal vear Increase 
1956 1957 


. - - — - ————————— 





Transportation of things : $5, 000 $8, 000 $3, 000 
I BIT cnccs cccciccivcsseueneseeu = 58, 000 63, 000 5, 000 
Printing and binding. - iehigts sian ciak ts 9, 000 37, 000 18, 000 
Repairs, alter: ations. etc : casi : 3, 250 5, 500 2, 250 
r : 2, 000 4, 000 2. 000 
Insurance ah 3,000 | 15, 400 2, 600 
Prorata cost medic al services, New York office __- 500 500 . 
Supplies and materials : 7 38, 250 | 45, 000 6, 750 
Equipment ‘ 5, 000 | 20, 400 | 15, 400 


Total bs 144, 000 | “199, 000 55, 000 





Boureav or Litigation 


Mr. Tuomas. Let us look at the Bureau of Litigation. Why do you 
have to have an increase of 23 in this Bureau? This is one of your 
main activities, it is one of your important ones. The Bureau of Liti- 
gation has the job of preparing—and that word of “preparing” is 
easily said but hard to live up to, takes lots of work; more cases are 
won preparing them than there are in the courtroom. I know that, 
if you have not found it out. 


The Bureau of Litigation has the job of preparing and trying all types of cases 
brought under the trade regulation statutes administered by the Commission. 
These cases are concerned with practices ranging from false advertising by a 
single firm to price-fixing conspiracies involving entire industries, 
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Then set out the origin of your workload such as monopolistic prac- 
tices in violation of the Clayton Act, et cetera, Robinson-Patman Act, 
false and misleading advertising, violation of the Wool Products 
Labeling Act, violations of the Fur Products Labeling Act, violations 
of the Flammable Fabrics Act. 


WORKLOAD DATA 

Will you insert, Mr. Reporter, the table at the bottom of page 3: 

That gives some inkling of the workload. 
(Page referred to follows:) 


> 
) 


tv. 


| 


Antimonopoly | Antideceptive 


practices Totals 


1954 1955 1954 1955 V5 } 1955 


Complaints issued hase clb inteblvid 30 36 25 2 | 161 
Findings and orders c . : re 25 30 ( 8: (5 112 
Cases dismissed ...........-- an 10 | : ; f 23 | 13 


Other dispositions eel ‘ceases 4 | 7 f 27 
Hearings held___- es ; as 121 | ) 21: 3 584 
Arguments amd wae 15 ( , 26 
Briefs or exceptions filed 7 7 : 61 


Mr. Tuomas. You might add to that right quick and tell us what 
your big headaches are this year and next year in the Bureau of 
Litigation. What are some of the tough nuts you have to crack and 
so forth ? 

Mr. Gwynne. I will make a general statement and Mr. Sheehy 


would like to supplement it. 

I would say unquestionably the antimerger cases. We have seven 
now in process of litigation. 

Mr. Tuomas. How much did you spend on antimerger work last 
year ¢ 


Mr. Gwynne. We have that figure here. 

Mr. Tuomas. Where is it in the justification ? 

Mr. Gwynne. I have it here on a paper. $588,500. 

Mr. Tuomas. Let us see if he can put his finger on it in the justifica- 
tion. I did not find it. 

Mr. Gwynne. I don’t believe it is specifically set out. 

Mr. Tuomas. It is an important figure. 

Mr. Gwynne. It is the estimate. 

Mr. Tuomas. What is it / 

Mr. GwYNNE. $388,300. 

Mr. Tuomas. For 1957? 

Mr. Gwynne. Up until the end of this fiscal year. 

Mr. Tuomas. What is your estimate for 1957 ? 

Mr. GLENDENING. $1,256,000 is the estimated expenditure for 
mergers in 1957. 

Mr. Tuomas. What was that figure again ? 

Mr. GLENDENING. $1,256,000 is the estimated expenditure for 
mergers in 1957. 

Mr. Yates. On page 1, you ask for $5,500,000 to launch an intensive 
drive against illegal corporate mergers. You do not say in the justi- 
fication what it is. That is for the entire Commission’s activities / 


2350—56—-pt. 2 9» 
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Mr. GuLenpENtNG. An increase of $951,500 for merger work. 

Mr. Gwynne. Added to what we have makes it up. 

Mr. Tuomas. How many trial lawyers do you have in the Bureau of 
Litigation ? 

Mr. Gwynne. At the present time? 

Mr. Tuomas. Yes. How many courthouse cases do you anticipate 
you will have? How many cases will you have before your examiners 
and how many courthouse cases will you have? 

Mr. Sueeny. Forty-seven. 

Mr. Tuomas. Forty-seven examiners or courthouse cases ? 

Mr. Sureny. Forty-seven trials. This morning we have 230 out- 
standing complaints, all of which may be in some process of handling 
during the present year. 

Mr. Tuomas. How many will go to hearing before one of your 
examiners 

Mr. Sueeny. It is impossible to give that figure because in order 
to give that, Mr. Chairman, we would have to know what ones might 
be settled under consent arrangements. 

Mr. Tuomas. It is hard to estimate. What is the figure for 1955? 
That year is over and you should have your figures for ‘the examiners 
and for your courthouse cases for 1955. Do you have that? 

Mr. Sueeny. We have a short table on page 33. 

Mr. Tuomas. That is in the record. You list “Hearings held, 121 
in 1954, 261 in 1955.” What does that mean? 

Mr. Sureny. Those are antimonopoly cases, days of hearings held 
before hearing examiners. 

Mr. Tuomas. Your Litigation Division cuts right across the path 
here, it covers everything within the jurisdiction of the Commission. 

Mr. Suerny. Correct. 

Mr. Tuomas. How many hearings, regardless of the nature and 
type, did you have before examiners and how many court actions did 
you have in 1955? Have you an approximate figure ? 

Mr. Sureny. Are you asking for number of cases that went to 
formal hearing ? 

Mr. Tuomas. Yes. 

Mr. Sueeny. I do not have that, but I shall be glad to furnish it. 

(The following was supplied later :) 

Five hundred and eighty-four days of hearings were held in one hundred and six 
cases. 

Mr. THomas. Do you have how many court actions you had in 1955? 

Mr. Sueeny. That would be in the General Counsel’s area where 
they handle the appeals. You are talking about appeals from our 
orders? 

Mr. Tuomas. Any type of court action. 

Mr. Dawxrys. We had 26 completed court cases in the last fiscal 
year and we have a current court calendar of 

Mr. Tuomas. When you say completed court actions you are not 
putting your best foot forward. Off the record. 

(Discussion off the record.) 

Mr. Dawkins. I was about to say that we have a current calendar 
of 38 cases, 1 in the Supreme Court, the remainder in United States 
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courts of appeal except 1 which is in a district court. That is our 
current workload. 

Mr. Tuomas. How many cases did you complete in *55 and how 
many did you complete in °56 by consent? Call them hearings or 
whatever you want to call them. How many did you have and how 
many were wound up by agreement ? 

Mr. Sueeny. We don’t have that broken down. We show total 
number of orders issued and I can 

Mr. Tuomas. Where is that? 

Mr. Sueeny. Page 63. 

Mr. Tuomas. You have complaints issued, findings and orders, cases 
dismissed. 

Mr. Sueeny. Second line. 

Mr. Tuomas. Other dispositions, hearings held, arguments, briefs, 
and exceptions. Which ones have the milk in the coconut? 

Mr. Sureny. The second line, findings and orders. Those are cease 
and desist orders issued by the Commission. 

Mr. Gwynne. Add 30 to 82. 

Mr. Tuomas. Findings and orders, 25, 30, 80, and 82. That is all 
for *54 and ’55. 

Mr. Gwynne. Yes, sir. 


DIVISION OF SCIENTIFIC AND MEDICAL OPINIONS 


Mr. Tuomas. Put pages 60, 61, 62, and 63 in the record. 
(Pages referred to follow :) 


BUREAU OF INVESTIGATION 
DIVISION OF SCIENTIFIC AND MEDICAL OPINIONS 


On July 1, 1954, there were 15 formal requests for scientific and medical opin- 
ions awaiting study and report in the Division of Scientific Opinions. On June 
30, 1955, there were 35 such requests awaiting study and report, and on this 
date there were outstanding 22 formal complaints involving matters in which the 
professional personnel of the Division may be expected to furnish advice and 
consultation to attorneys in the Bureau of Litigation and to secure the expert 
scientific and medical witnesses. During fiscal year 1955 the Division prepared 
319 written and 622 oral scientific and medical opinions. 


Work program fiscal year 1957 

The functions and duties of the Division of Scientific Opinions are largely 
advisory and consultative and the workload of the Division during any stated 
period is dependent largely upon the number of requests for opinions, consulta- 
tions, and assistance in connection with formal and informal cases made by other 
Divisions and Bureaus of the Commission. 

The vast majority of today’s advertised products contain ingredients which 
have some merit, but this limited merit is often exaggerated and misrepre- 
sented in the advertising. This makes it necessary to accurately define and 
delimit the value of the preparations in order to protect the public from mis- 
representation and at the same time avoid denying advertisers the right to 
make valid justified claims. In many instances the drugs or cosmetics contain 
one or more relatively new ingredients regarding whose virtues and limitations 
the published medical and scientific literature frequently provides only frag- 
mentary and inconclusive reports. These situations make it essential that 
the professional personnel of this Division locate and confer with the medical 
specialists and other scientists who have firsthand knowledge based on use 
of the drugs or cosmetics under conditions which demonstrate their therapeutic 
or other properties. This is time-consuming work, frequently entailing consider- 
able travel. 
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With respect to some of the new ingredients or new combinations of ingredi- 
ents, it is not possible accurately to determine the truth or falsity of the claims 
made for the preparations without having them subjected to clinical or hospital 
tests. In some cases the advertisers have had clinical tests conducted using 
their products. Some of these clinical tests are genuine contributions to science 
and assist materially in delimiting the value of the products whereas others 
are designed merely to provide a specious or spurious defense in the event 
of litigation or other challenge. Distinguishing the one type of test from the 
other requires a painstaking study of the reports of tests submitted in con- 
nection with the investigation or litigation of many of the current false adver- 
tising cases, and in some instances this study points to the necessity of having 
further clinical tests conducted for the Commission by competent experts in 
order to demonstrate the fallacy of the tests sponsored by the advertisers and 
to definitely establish the virtues and limitations of the drugs or cosmetics 
in question. Of the 35 requests for opinions pending in the Division at the 
beginning of fiscal year 1956, there were 11 matters which involve completing 
the arrangements for and securing the appropriate reports of clinical tests 
and in addition, there were 2 formal cases in which the clinical tests were in 
progress. The study of test reports submitted by advertisers and the perfecting 
of arrangements for clinical tests on behalf of the Commission require a high 
order of scientific competence on the part of the personnel of this Division and 
also necessitates the expenditure of much time and a very considerable amount 
of travel in locating appropriate qualified persons who are in position to con- 
duct the tests. 

The 319 written and 622 oral medical and scientific opinions prepared in this 
Division during fiscal year 1955 and those prepared in fiscal year 1956 will result 
in a very substantial amount of informal consultation, as well as a substantial 
number of contested formal cases in which this Division will be required to render 
assistance to attorneys in the Bureaus of Investigation and Litigation, respec- 
tively, and to secure expert scientific and medical witnesses. It can be antici- 
pated that the investigations during fiscal years 1956 and 1957 will deal with 
new matters involving the advertising of foods, drugs, cosmetics, devices, 
economic poisons, and related products which are of increasing complexity from 
the scientific and medical standpoint. 

Although no increase is requested for fiscal 1957, it is anticipated that the 
backlog will increase during the coming year. 


DIVISION OF WOOL, FUR, AND FLAMMABLE FABRICS 


Description of work performed 

This Division is charged with the administration of the Wool Products Labeling 
Act of 1939, the Fur Products Labeling Act, and the Flammable Fabrics Act. 
The purpose of the acts is to protect consumers, manufacturers, and distributors 
from misbranded wool and fur products and from false invoicing and advertising 
of fur products and furs, as well as from the dangers surrounding the use and 
marketing of highly flammable wearing apparel and fabrics used and intended 
for use therein. 

The Wool Products Labeling Act constitutes truth-in-fabrics legislation and 
in general provides for mandatory fiber content disclosure of all products con- 
taining or purporting to contain woolen fibers which are subject to its provisions. 
The name or identification of the manufacturer or concern responsible for such 
content disclosure must also appear on the required label. 

The Fur Products Labeling Act became effective August 9, 1952. This statute 
provides in substance that purchasers of furs and fur products shall be informed 
of the true name of the animal that produced the fur as set forth in the Fur 
Products Name Guide; that the fur or fur product is composed of used fur, when 
such is the fact; that the fur or fur product is bleached or dyed, when such is 
the fact; that the fur product is composed in whole or in substantial part of 
paws, tails, bellies, or waste fur, when such is the fact; the name or registered 
identification number of the manufacturer or distributor of the fur product; 
and the name of the country of origin of any imported fur used in a fur 
product. This act covers the labeling of fur products and the advertising and 
invoicing of furs and fur products. 

The Flamable Fabrics Act became effective July 1, 1954. This legislation is 
desiened to deal comprehensively with a very serious problem, namely, protec- 
tion of the public against personal injuries and hazards incurred in the use of 
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fabrics and wearing apparel which are so highly flammable as to be dangerous 
when worn by individuals. 

vach of the three acts provide for the filing of continuing guaranties with the 
Federal Trade Comission. A public register for such documents is maintained 
by the Division. Registered identification numbers for use on required labels 
are also issued by the Division upon proper application under the Wool and 
Fur Acts and Regulations. Substantive rules and regulations which amplify 
and explain the basic statutes have been promulgated under each of the three 
acts. These rules and regulations which have the force and effect of law are by 
the very nature of the subject matter involved, highly complex and technical, 
and by reason of continuing economic and technological advances they are in 
constant need of study with the view of such amendments and new rules as ap- 
pears necessary in the public interest. 

There are approximately 70 industries engaged in the manufacture of prod- 
ucts subject to the Wool Act, there being aprpoximately 25,000 manufacturers 
and 260,000 distributors of such products. Subject to the Fur Act are approxi- 
mately 7,500 manufacturers of fur products which are distributed through some 
175,000 distributors. 

The Flammable Fabrics Act applies to virtually the entire textile and gar- 
ment manufacturing industry and to the corresponding distributing trades in- 
cluding converters, wholesalers, and retailers. Fabric and wearing apparel 
manufacturers in the United States number almost 40,000. Distributors and 
dealers of wearing apparel number over 300,000. The fact that Congress has 
placed the Flammable Fabrics Act in the hands of an administrative agency 
such as the Commission for enforcement clearly shows that the act is intended 
to be prophylactic and its enforcement to be such through early detection of in- 
cipient violations as will forestall the possibility of dangerously flammable fab- 
rics or wearing apparel getting into or being dispersed in the production or dis- 
tribution lines thus preventing their reaching the consuming public. The law 
would be of little value if it were to be administered simply from a punitive 
standpoint and with corrective measures taken against violators only after 
someone was seriously burned or injured. 

An important aspect in the administration of these acts is the carrying on 
of inspection and industry counseling. This is done by our inspectors sitting 
down with industry members and advising them with respect to how they 
should comply with the law. This is followed with strict enforcement against 
flagrant violators and those who nevertheless engage in unlawful practices. 

In the field of furs and fictitious claims with respect to prices which are 
prohibited by the Fur Act and rule 44 of the regulations thereunder, there are 
large-scale violations by retailers throughout the country. Leaders in the 
fur industry have declared that this situation with respect to false claims 
regarding prices is one of the most sensitive issues in the industry and the 
consuming public is being victimized daily by such claims. 

There has been a heavy consumer demand for fabrics made from specialty 
fibers such as cashmere, vicuna, camel hair, alpaca and llama. In addition, 
fur fibers such as mink, beaver, and guanaco, are now being blended with wool 
in the manufacturer of fabrics which are presently quite popular in consumer 
circles. The specialty fibers and fur fibers of the type named are in short supply 
and consequently command a premium price. There have been increasing in- 
stances where manufacturers have tried to pass off inferior substitute fibers for 
these specialty and fur fibers of the type referred to. 


Workload statistics for fiscal year 1955 


I. Field inspections and industry counseling: 
Wool Act: Number of concerns inspected__.______--_-_____- . 4,315 
Fur Act: 
Number of concerns inspected 1, 326 
Number of advertisements examined 974 
Flammable Fabrics Act: Number of concerns inspected 598 
II. Informal cases involving minor Wool and Fur Act deficiencies han- 
dled administratively. These include matters involving infractions 
of the acts and regulations wherein formal action does not appear 
necessary and compliance is effected on a cooperative basis 8, 147 
III. Special compliance investigations relating to Commission orders 
and stipulations under the Wool Act completed and reported on 
during the fiscal year____-__________- = 
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Bureau or CONSULTATION 


What about the Bureau of Consultation with 40 people? You are 
not increasing that. What about that workload and what is that 
Bureau doing? Are you expanding the activities, is it worth the 
money or is it good, bad, medium, or indifferent, and what about the 


results it is produc ing? Mr. Reporter, insert pages 66 and the top of 
67. 
3UREAU OF CONSULTATION 

The Bureau is composed of three divisions, the Division of Trade Practice 
Conferences, the Division of Stipulations, and the Division of Small Business. 

President Wilson, in his message to the Congress recommending the creation 
of the Federal Trade Commission, said that businessmen “desire something’ more 
than that the menace of legal process be made explicit and intelligible; they 
desire the advice, the definite guidance and information which can be supplied 
by an administrative body.” 

Some 22 years later, the Supreme Court, in Sugar Institute, Inc., et al. v. United 
States,’ stated, in part: “Voluntary action to end abuses and to foster fair com- 
petitive opportunities in the public interest may be more effective than legal 
processes.” 

The primary purpose of the Bureau of Consultation is to fulfill the above- 
quoted objective expressed by President Wilson. The Bureau also affords the 
procedure for voluntary ending of trade abuses. 

The Bureau’s work, consonant with the above-enunciated principles, is educa- 
tional and cooperative, for the purpose of obtaining and maintaining the maxi- 
mum degree of voluntary compliance with Commission law and precedents. Its 
work also makes more readily available to the small-business man the protection 
of the laws administered by the Commission. 

The educational work of the Bureau is accomplished through the promulgation 
of trade-practice rules for the guidance of entire industries. These rules are 
kept current by a continuing cooperative revision program. After their promul- 
gation, the educational work is continued in the form of an exchange of informa- 
tion and views through written questions and answers and panel discussions 
between the industry and the staff. It is also accomplished by the giving of 
advice, but not formal advisory opinions, regarding the applicability of Commis- 
sion law and precedent to the particular practices of individual concerns by the 
Division of Small Business. This Division’s procedure is informal, advisory 
only, grants no immunity, and does not bind the Commission. 

The voluntary corrective procedures administered by the Bureau in individual 
matters are effected, where Commission policy permits, in the administration of 
trade practice rules, and in the Division of Stipulations. The Division of Stipu- 
lations negotiates informal written agreements between the Commission and the 
concern or individual believed, after an investigation, to have violated laws ad- 
ministered by the allman 

During the pacal year 1955, the Division of Trade Practice Conferences im- 
proved its working + Seekiibenadats with other Bureaus and Divisions of the Com- 
mission to assure that rules promulgated were as completely advisory as possible 
and accurately reflect the law; promulgated more new and revised trade-practice 
rules than in any preceding year for the past 20 years; and developed new means 
of acting in an advisory capacity through panel discussions with large groups 
of industry members. All of these activities will continue through this fiscal 
year at the same high level and be continued during the fiscal year 1957. 

The Division of Stipulations during fiscal year 1955, perfected its working 
arrangement with the Commission’s Bureau of Investigation to give added assur- 
ance that the stipulations negotiated will correct the practices involved, in- 
creased the numbers of stipulations negotiated over the previous year by 60 per- 
cent, and made substantial progress in the checking and obtaining of compliance 
with existing stipulations. 

The Stipulation Division’s procedural arrangement with the Bureau of Inves- 
tigation, the same high level of productivity, and the advancement of its com- 
pliance program will continue through this fiscal year and fiscal year 1957. 

The Division of Small Business, created with the formation of the Bureau in 
July 1954, 2 Soveionee and crystallized its procedures and techniques during fiscal 


1297 UD. S. 553, 56 Sup. Ct. Rept. 629 
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year, 1955,:and successfully, handled 971 inquiries and requests for advice. The 
interest on the part of businéssmen in its work is continuing, has increased, and 
will continue to increase as knowledge of its existence and facilities is dissemi- 
nated to the business world. 


DIVISION OF TRADE PRACTICE CON FERENCES 


Mr. Granpzy. Mr. Chairman, I would like to mention first, since 
you mentioned cigarette advertising, that in the last fiscal year, after 
a years work in connection with the cigarette industry and conferences 
with them, the Commission adopted for the guidance of its staff com- 
prehensive guides for cigarette advertising and made them available to 
the cigarette companies. After the issuance of those guides our 
Bureau, the Bureau of Consultation, has continued to work coopera- 
tively in the survey of cigarette advertising, and I think I can say with 
confidence that the advertising claims for cigarettes have been sub- 
stantially modified. 

Mr. Tuomas. What about your activities during 1956 and 1957? 

Mr. Granpey. In 1956 we had pending 41 trade-practice conferences. 

Mr. Tuomas. What is the nature of them? What industries were 
involved and what did you accomplish ? 


TRADE-PRACTICE RULES 


Mr. Granpey. In fiscal year 1955 we promulgated 13 trade-practice 
rules, which was the highest number in the past 20 years. 

Mr. Tuomas. Youstate on page 69 

During the fiscal year 1955, new or revised rules were promulgated for 13 
industries, namely, wholesale plumbing and heating industry (revision), radio 
and television industry (revision), orthopedic appliance industry, bedding manu- 
facturing and wholesale distributing industry (revision), cosmetic and toilet 
preparations industry, chemical soil conditioner industry, waterproof paper (as- 
phaltic type) industry, library binding industry, millinery industry (revision), 
fire extinguishing appliance industry (revision), tobacco smoking pipe and cigar 
and cigaret holder industry, fountain pen and mechanical pencil industry (revi- 
sion), and gummed paper and sealing tape industry. 

What about medicine and drugs? You cannot get an agreement out 
of those industiries not to increase their cost any more; can you? 

Mr. Granvey. No,sir. All we can dois express in the trade-practice 
rules the Commission’s views. 

Mr. Tuomas. I have just read in the record the industries for which 
trade-practice rules were promulgated in fiscal year 1955. What are 
some of the industries you had an agreement with in 1956? 

Mr. Granvey. We have had four completed to date, including the 
frozen-foods industry, which is a tremendous industry and a rapidly 
growing one; the commercial dental laboratory industry; the corset, 
brassiere, and allied products industry ; and the diamand ‘industr y. 

Mr. Tuomas. When you have some industries you cannot get along 
with, what happens? Do you turn them over for investigation or do 
they wind up in litigation? Do you originate business for litigation 
and investigation, or what do you do? 

Mr. Granpey. Yes, sir, in this sense: In the past year we have re- 
ferred, I think, more matters for investigation to the Bureau of 
Investigation than have been referred during any previous year in my 
recollection, which is 20 years with the Commission. 
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Mr. Tuomas. You are keeping Mr. Sheehy’s crowd pretty busy, 
are you not? 

Mr. Granpey. We are not wasting time in connection with handling 
matters in the Bureau of Consultation that cannot be handled volun- 
tarily. 

PRICE OF DRUGS AND ANTIBIOTICS 


Mr. Tuomas. Mr. Sheehy, have you had occasion to look into the 
drug manufacturers recently? We find the Veterans’ Administration 
makes tremendous purchases of drugs; the armed services make tre- 
mendous purchases of drugs; also the Public Health Service and per- 
haps the biggest of all is the Civil Defense Administration. The 
Government is spending around $75 million to $80 million a year, for 
drugs and medicines. We understand it is about 5 percent of ‘the total 
eee capacity of the industry. Have you looked into that field 
recently ¢ 

Mr. Sureny. We have not on the litigation side looked into the 
matter of pricing except one case which was a price discrimination 
‘ase under the Robinson-Patman Act and involved a large group 
of wholesalers operating under the heading of Druggists Supply Co. 
and getting discounts not allowed to other wholesalers. 

Mr. Tuomas. What about the price situation generally in the field 
of drugs? 

Mr. Sueeny. The Commission has had under way an investigation, 
and still has, I believe, in the antibiotic field. 

Mr. Tuomas. They started that investigation a couple of years ago. 

Mr. Baxzcock. That is completed. 

Mr. Tuomas. What happened ? 

Mr. Bascock. We believe that prices of these antibiotics have come 
down, contrary to public belief. I have another investigation in that 
field. I am diverting a part of my staff to investigation in this field. 

Mr. Tuomas. The price of antibiotics has not come down. They 
get from 45 to 50 to 60 cents a tablet in any drug store. 

Mr. Baxscock. They are pretty high but from the point they started 
they have come down. I am now investigating an alleged conspiracy 
which in theory links up the wholesale drug group with the producers. 

Mr. Tuomas. You say you are looking into the field of drugs and 
medicines ¢ 

Mr. Barscock. Yes. All drugs now go through a wholesaler. 

Mr. THomas. Do you find anything like unison of action between 
the manufacturers ? 

Mr. Bascock. That is what we are looking for. 

Mr. Tuomas. You have not quit, have you? 

Mr. Bascock. I have not, but I am having trouble finding the 
evidence. 

Mr. Evins. This committee is trying to help the Commission get 
business. We had testimony from the Veterans’ Administration that 
~ bids they received on drugs were on an almost identical basis. 

I think the evidence can be found. 

Mr. Bascockx. Are you talking about drugs on which the manu- 
facturers have patents? 

Mr. Yates. I presume the formula for the drugs would be the same 
whether they were patented or not. 

Mr. Bascock. Patents were involved in the antibiotics field. They 
all have their own trade names. 
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Mr. Yarers. I know they have their own trade names, but are not the 
fundamental ingredients the same? 

Mr. Bascock. About the same, I suppose. 

Mr. Evins. Did I understand you to say the Commission has a ge! 
eral investigation under way in this field at this time / 

Mr. Bascock. The one I mentioned. 

Mr. Evins. That applies to a particular respondent and not to the 
industry as such ¢ 

Mr. Bascock. We have to have a respondent. I am well aware 
there is a great deal of interest in this field. 

Mr. Evins. The Commission can initiate investigations on its own é 

Mr. Anperson. We have one now in the antibiotics field but it is a 
question of finances as to whether we have means of our own or have 
to get a supplemental appropriation from the Committee. 


DIVISION OF SMALL BUSINESS 


Mr. THomas. I want to read a paragraph on page 67, which is 
already in the record: 


The Division of Small Business, created with the formation of the Bureau 
in July 1954, developed and crystallized its procedures and techniques during 
fiscal year 1955, and successfully handled 971 inquiries and requests for advice 
The interest on the part of businessmen in its work is continuing, has increased, 
and will continue to increase as knowledge of its existence and facilities is dis- 
seminated to the business world. 


In that connection the committee has received a telegram from the 
National Federation of Independent Business this morning. There is 
nothing like good old cooperation in your Commission. We would like 
to insert that in the record at this point. 

Mr. Puiurrs. Is that the one we all got / 

Mr. Tuomas. Yes. 

(The telegram referred to follows:) 


WASHINGTON, D. C., February 8, 1956. 
Hon. ALBERT THOMAS, 
Chairman, House Appropriations Committee Independent Offices 
Subcommittec, House Office Building: 

It is our understanding that very shortly appropriations for the Federal ‘Trade 
Commission will come up for consideration before your committee of appropria 
tions. We believe the actions of the present leadership in the Federal Trade 
Commission will result in a vigorous enforcement of the laws entrusted to the 
Commission, and through this be helpful to the free-enterprise system, and par- 
ticularly small business of this Nation. We, therefore, urge necessary appropria- 
tions so that the Commission can carry out the increased obligations facing them 
in carrying out the laws entrusted to the Commission as the Congress so ordained. 
Having appeared before congressional committees during the first session of the 
present Congress, it has been noted questions were presented from members of 
the congressional committees as to increased appropriations for the Federal 
Trade Commission. Will you kindly make this message a part of the record of 
the hearings, and thanks for your help to furthering the best interests of small 
business of this Nation. 

Georce J. BURGER, 
Vice President, National Federation of Independent Business. 


WORKLOAD CHARTS 


Mr. Tuomas. Let us go back and put some of these charts in the 
record which are very, very important. That is on the question of 
the time lag. It is very difficult to get charts in the record, but we 
will put charts Nos. 1, 2, 3, and 4 in the record at this point. 

(The charts referred to follow :) 





YOLVSILLSSANI-ASNYOLLY Yd YVSA “WOSis JO 38070 LV 
S30I350 HONVUE NI YOLVSILSSANI-ASNYOLLY Y3d 
YVSA IWOSIS ONINNG GSLIWNOD SNOILVSILS3SANI S391330 HONVYS Ni OSNIOGN3Sd SNOILVSILSSANI 





Jepjo 4O syjuow g| Fy 
syjuow g| O} ZI 7] 
syuow 2/0 9 fT 

sywow g Udy ssom] 
:-Aay 


SS6I ‘Oe eunr Buipueg pS6l ‘ic AoW Suipueg €S6i ‘Oe eunr Buipueg 
SUOYDHISEAU| ~9Z SUdOBySeAU| |Z | suoij06yseAu| 9G} 


(301430 HONVHS NI 1dI303Y JO 3LV0 WON SI 39v) 
S39I350 HONVYS NI ONIGN3d SNOILVSILSSANI ATOdONOWILNY 





U014061417] ul @sow 40 su0eK S 
y0106y417 ul ss00K G 0} Z FE] 
uoyp6i4!7) ul supek Z uoyy sso] GA 
:Aay 


Ses0D IZ sesDD Gl $8809 $8 


vS6I eS6l 2S6I 


(LNIVIdWOD JO SONVNSS!I JO 31V0 WOYS SI 39Vv) 


GG6I ‘PSE “ES6I ‘ZS61 SYVSA IVOSIS 
Og SNNf 3O SV NOILVSILIN NI SNIGN3Sd S3SV9 ATIOdONOWILNV 4O S9V 





uorp6iy} ul esow JO suDek G Se 


uoy061y} ul su0ek g 04 Z FE=2] 
uoij06iy| ui suvek 2 uoyy sso] Ay 
:AIy 


$8809 68 $es09 68 $8809 JZI 


vS6l €S6l eS6l 


(4NIVIdWOD 3O 3ONVNSSI 4O 3lVG WOWd SI 39V) 


GG6I ‘vS6l “SEI “2SEI SYVSA TWWOSIS 
O€ SN 4O SV NOLWWSILI NI SNIGN3d SSASVD SAILdSOSCILNV 4O 39V 





1310 


Mr. Tuomas. Will someone explain what has been done about that 
time lag? It used to take from 214 to 3 years from the time a matter 
came to hearing until you came to a conclusion. What have you done 
about cutting down that time lag? 

Mr. Akerman. Mr. Chairman, I think probably the greatest prog- 
ress made on the cutting of time has been through the ‘institution of 
project attorneys in Mr. “Babcock’s office. 

Mr. Tuomas. Let me interrupt you to say there has been more 
severe criticism of the Federal Trade Commission along one line than 
anything else, and that is that you never get anything wound up. 
It takes a year and a day from the time you get into the front door 
until you get out the back door. Have you done anything about that ? 

Mr. AxerMAN. It has already demonstrated some progress, and I 
believe will demonstrate more. From the time the original letter or 
original step we take in the Federal Trade Commission, there is a 
project attorney, we call them, in Mr. Babcock’s office that never loses 
the responsibility of that case. It might go out in the field, or in 
Mr. Sheehy’s shop, or in the Accounting Division for an analysis, 
but that project attorney in Mr. Babcock’s s office is responsible for that 

case. Before, the case moved from shop to shop without having the 
responsibility centered in one man. 

Mr. THomas. We will have to help out Mr. Babcock. How much 
additional help are you giving him? He only gets 28 out of the 164 
new employees? 

Mr. Axerman. No. He gets 78. 

Mr. Tuomas. Go ahead. 

Mr. AxerMaN. In that manner, when anybody, a Commissioner, a 
Member of Congress, a member of the public, or anybody wants to 
know where a case is, we have one man we can put a finger on. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Akerman. When you get into a matter like that it takes time 
but we are making every possible effort to cut down on the time. Mr. 
Babcock’s shop reports the cases, and once a month I must go before 
the Commission and give them a complete briefing on it, and I think 
we have made progress. 

Mr. Tomas. Let us get some facts and figures in the record. Sup- 
pose you explain chart No. 2. 


ANTIMONOPOLY INVESTIGATIONS 


Mr. AkerMAN. Chart No. 2 shows the antimonopoly investigations 
pending in branch offices, in the field. The greatest progress that has 
been made is in the old cases. In 1953, 21 percent of the antimonopoly 

cases in the field offices for investigation had been there 18 months or 
longer. On May 31, 1954, that was reduced to 16 percent; and on 
June 30, 1955, it was reduced to 3 percent. I think that shows some 
progress. Practically the same is true of antideceptive cases. 

Mr. Yates. Is that with respect to all cases pending in the anti- 
monopoly investigations, that you have reduced them to 3 percent ? 
Or is this possibly the result of not having as many cases filed as in 
the previous administration ? 

Mr. Axrrman. No. As of June 30, 1955, 264 investigations were 
pending, whereas on June 30, 1953, only 156 investigations were pend- 
ing in the branch offices. In other w ords, there is a rise of over 100 
and still we have cut down the backlog. 

Mr. Tuomas. That is pretty good. 
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DECEPTIVE PRACTICE CASES 


Let us go to antideceptive cases and see what you have done there. 

Mr. AxerMAN. That is on chart No. 4. 

Mr. Tuomas. Chart No.4 isin the record. It shows that in 1952 you 
had 127 antideceptive cases pending i in litigation; they fell off to 89 in 
1953; 89 in 1954; and in 1955 jumped to 127. What about 1956? 

Mr. AKERMAN. While we are disposing of the cases at a rapid rate, 
we are bringing more. I have the figures on antideceptive cases as of 
February 8. We had brought 85 ‘complaints in the antideceptive 
practice field, which is more -than were brought in either 1951, 1952, 
or 1955. 

Mr. THomas. Go back to your antimonopoly chart, chart No. 2, and 
give us the first 6 months of 1956, the best guess you have for 1956, 
and you might do a little guessing for 1957 for both charts Nos. 2 
and 4, 

Mr. Anerman. Chart No. 2 is antimonopoly investigations pending 
in the branch offices. I would estimate that there will be at least 300 
investigations, and it is my hope that the ones over 18 months will be 
down to 1 percent or lower. 


Bureau or Economics 


Mr. THomas. Tell us about the Bureau of Economics. You want to 
jump from 83 positions to 128, an increase of 45. 

Mr. AxerMANn. Dr. Whitney will talk to that. 

Mr. Tuomas. Hello, Doctor; it is nice to see you again. Tell us 
about your work over there. Before you do that, let us put in the 
record this narrative on pages 79, 80, and 81. 


(The material referred to follows:) 


BUREAU OF ECONOMICS 


During the fiscal year 1955 and the first half of fiscal year 1956 the Bureau 
of Economics devoted its resources to antitrust-case work, to the development 
of economic reports on competition and monopoly, and to the preparation 
of quarterly summaries of balance sheet and income data of manufacturing 
corporations, 

In the antitrust field, the Bureau analyzes and collects economic evidence to 
demonstrate the significance of alleged practices which may be in violation of 
law. The effect of such practices is necessary to the decision of cases arising 
under section 5 of the Federal Trade Commission Act and under certain sections 
ot the Clayton Act. In many cases, these involve extensive market analyses. 

Before a merger or acquisition becomes a formal Commission case, extensive 
economic analysis is required at successive stages of St ee In the 
United States in the course of such a year as 1954 or 1955, for example, there 
are well over 1,000 acquisitions. Of these, a large nimaber involve small local 
enterprises which do not come to the attention of the Commission. Another 
700-750 appear upon preliminary analysis not to have the economic characteristics 
which are stipulated in section 7. There remain 200 which initially, at least, 
warrant further economic study. 

It is this latter group which ultimately produces the relatively small number 
of cases of real economic significance upon which the Bureau recommends formal 
action to the Commission. The process of sifting and winnowing is conducted 
on a day-to-day basis as new mergers are announced. It represents the con- 
tinuous application of rigorous economic analysis to a wide range of com- 
petitive and monopolistic problems. 

A significant gage of economic progress is the earnings trend in manufacturing 
enterprises. From data on these earnings the Joint Committee on the Economic 
Report, the Treasury Department, the Department of Commerce, the Board of 
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Governors of the Federal Reserve System, and the Executive Office of the 
l'resident provide policy officials of Government with information on significant 
current economic developments. The collection, analysis, and publication of 
data on the quarterly earnings of manufacturing corporations is a major con- 
tinuing activity of the Bureau. 

The Bureau of Economics engaged in analytical and supporting activities 
during fiscal 1955 in these cases among others: Crown Zellerbach Corp., Pills- 
bury Mills, Inc., Luria Bros., and complaints against eight ice-cream companies. 

The Crown Zellerbach Corp. merger case, Docket 6180, is illustrative of the 
responsibilities which the Bureau of Economics must bear in the preparation 
and trial of important cases where economic evidence is essential to a con- 
sideration of the issues presented. 

In June of 1953 Crown Zellerbach, the largest pulp and paper company in 
the Western States, acquired substantially all of the outstanding stock of 
St. Helen’s Pulp & Paper Co., 1 of the 3 important producers of a full line 
of wrapping papers and bags for the western market. A preliminary field 
investigation, supplemented with some industry analysis, led to the issuance 
of a complaint on February 15, 1954, charging that the acquisition effected a 
violation of section 7 of the Clayton Act, as amended. 

The Bureau of Economics was thereafter directed to conduct a market sur- 
vey to determine more accurately the extent and character of the competi- 
tive effects of the absorption of the St. Helen’s Pulp & Paper Co. by its largest 
competitor. 

Further preparation for the formal trial included an analysis of field in- 
vestigation returns and the development of other data relating to the princi- 
pal paper merchants, converters, mill agents, and competing mills supplying 
the western market. 

The formal trial of the case opened on January 10, 1955. Throughout the 
proceedings before the trial examiner, economists of the Bureau staff have 
worked in the preparation of economic exhibits, participated in planning for 
the examination of Commission witnesses, assisted in the writing of the eco- 
nomie sections of interim briefs, and one served as an expert witness in the 
introduction of the Commission’s survey and in the presentation of other 
economic evidence. 

The trial of the case has involved hearings at Washington, San Francisco, 
Portland, Seattle, and Los Angeles, where the Commission rested its case on 
August 16, 1955. 

Since the Commission rested its case, economists in the Bureau have been 
at work in analyzing the voluminous record, in compiling supplemental tabula- 
tions of survey data, and in preparing materials which will be required in the 
eross-examination of witnesses to be called by the respondents. 

The Bureau of Economics in fiscal 1955 completed these reports: Investi- 
gation of Coffee Prices, Corporate Mergers and Acquisitions. 

The Report on Corporate Mergers and Acaouisitions illustrates steps in the 
planning and production of such a report. This report brings up to date a 
statistical study of mergers and acquisitions in manufacturing and mining issued 
by the Commission in 1948. It also goes beyond the kinds of information pre- 
viously compiled by the Commission in that it presents new data on the forms 
of acquisitions and mergers and the ways in which they have changed the struc- 
ture of acquiring companies; it describes some of the economie forces underly- 
ing acquisitions and the procedures followed in consummating them; and finally, 
it sets out some of the problems that must be faced in determining the competi- 
tive consequences of mergers. The report has heen recognized as presenting 
the most authoritative and complete study of the economic implications of merg- 
ers and acquisitions. It has been widely quoted since its publication by observ- 
ers and students of trends in concentration of economic power. The data have 
been cited and used by the judiciary. small business, and other committees of 
hoth Houses of Congress and by departments of the executive branch of the 
yovernment. 

Two additional major economic reports are in progress at the present time. 
These are: 

1. The antibiotics industry 

The recent development of this industry holds substantial public interest. 
At the present time it is believed that more than 50 percent of the dollar amount 
of all physicians’ prescriptions written today are for antibiotic products. The 
pricing of these dosage forms is of direct concern to the consumer. The prin- 
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cipal products are patented and distribution is by patent owners. and their 
licensees. No information has ever been available as to the pricing and licensing 
policies of concerns in the industry nor the proportions of cost accounted for by 
past and continuing research. These questions are illustrative of the broad 
range of economic and legal problems which must be considered in a study of 
the organization and functioning of the industry in its proper perspective. An 
antibiotics study group, consisting of legal and economic specialists, is presently 
conducting a preliminary analysis of the more significant problems. 


2. Industrial concentration and product diversification in the 1,000 largest 
manufacturing companies 

In order to have background information necessary to administer the anti 
merger law and to fulfill other statutory responsibilities, the Federal Trade 
Commission has obtained from over a thousand of the largest companies in the 
United States the value of each class of product shipped from each manufacturing 
establishment. 

(This information has made possible a unique study of the product structures 
of those large companies in each line of business without disclosing figures re- 
ported by individual companies.) For each class of product the Commission 
also has determined the fraction of the United States output shipped by com- 
panies principally engaged in each line of business. The report will be a statis 
tical description of the large diversified companies that play an important role 
in the American economy, and of corporate interrelationships between indus 
tries without disclosing figures reported by individual companies. The report 
is potentially of great value to an understanding of antitrust policy. 


Mr. Thomas. Go ahead, Doctor. If you can think of anything that 
is not in those three pages, it is all right. 

Mr. Wuirney. One of our divisions puts out the quarterly sum- 
maries of balance sheet and income data of manufacturing corpora- 
tions, and another division has been spending about 90 percent of its 

time assisting with the merger investigations and merger litigation. 
Our personnel is divided about half and half into financial re ports 
and economic analysis, including mergers. 


Mr. Tuomas. What is your Bureau going to spend in 1957 as com- 
pared with 1956, and what is the breakdown! Where is that table 
Mr. Wuirney. On pages 12 and 13 we have a breakdown into the 
2 divisions. That is in the middle of page 12 and the top of page 13. 


ECONOMIC REPORTS 


Mr. Tuomas. Break down for the record your money for 19 
How much do you have for salaries, how much for economic ssiadiinns 
how much for publications? How much did you spend last year on 
your — Is that salaries or printing money / 

Mr. GLENDENING. Printing and binding is not included there. 

Mr. Tuomas. How much is your printing and binding? 

Mr. GienpeninG. The printing cost of economic reports amounted 
io $12,500 in fiseal 1955. 

Mr. Tuomas. What is your overall amount for the Bureau this 
year as against last year? 

Mr. GLENDENING. That is on page 10. 

Mr. Tuomas. $696,300 against $487,300 last year. 

What about your reports? You are asking for $156,000 this year 
against how much last year? 

Mr. Wurrney. The $156,000 is the requested increase. 

Mr. Tuomas. $696,300 this year is the total request against $487,300 
last year, which is an increase of how much? 

Mr. GLENDENING. $209,000. 


72350—56—pt. 2-23 
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Mr. Tuomas. And $156,000 of that increase is for the economic 
reports for this year. How much did you spend last year for your 
economic reports ? 

Mr. GLENDENING. We spent more last year, because of the addi- 
tional work on the Coffee and merger reports which took place the 
early part of the year. Undoubtedly the cost of economic reports 
alone would have run over $200,000. 

Mr. Tuomas. There is one paragraph I think is worth repeating 
here: 

In the antitrust field, the Bureau analyzes and collects economic evidence to 
demonstrate the significance of alleged practices which may be in violation of 
law. The effect of such practices is necessary to the decision of cases arising 
under section 5 of the Federal Trade Commission Act and under certain sections 
of the Clayton Act. In many cases, these involve extensive market analyses. 

Before a merger or acquisition becomes a formal Commission case, extensive 
economic analysis is required at successive stages of development. In the United 
States in the course of such a year as 1954 or 1955, for example, there are well 
over 1,000 acquisitions, 

In other words, the Legal Division cannot operate without this 
Division; one is as necessary as the other ? 

Mr. Sureny. It is a feeder for the Legal Division. 


ANTIBIOTICS INVESTIGATION 


Mr. Tuomas. I would like to read also a paragraph on page 81, 
about the antibiotics industry : 


The recent development of this industry holds substantial public interest. 
That is quite an understatement. 


At the present time it is believed that more than 50 percent of the dollar 
amount of all physicians’ prescriptions written today are for antibiotic prod- 
ucts. The pricing of these dosage forms is of direct concern to the consumer. 
The principal products are patented and distribution is by patent owners and 
their licensees. No information has ever been available as to the pricing and 
licensing policies of concerns in the industry nor the proportions of cost ac- 
counted for by past and continuing research. These questions are illustrative 
of the broad range of economic and legal problems which must be considered 
in a study of the organization and functioning of the industry in its proper per- 
spective. An antibiotics study group, consisting of legal and economic spe- 
cialists, is presently conducting a preliminary analysis of the more significant 
problems. 

We might add you have been doing it 2 or 3 years. When will you 
come up with something? 

Mr. Wuirney. We estimate it would take $100,000 to make a real 
study of the books of the companies to show that. 

Mr. Tuomas. Have you requested that $100,000? We are prepared 
to give you whatever you need in this field. 

Mr. Akerman. The Bureau of Economics filed an estimate and a 
recommendation that they felt they could conduct a survey which 
would be sufficient which would cost around $100,000, which survey 
can be accomplished, I think, in 15 months. 

Mr. Tuomas. When you go back to your office, will you and your 
associates go into a huddle and give us a letter on what you need in 
dollars and cents. You have been working on this for 2 or 3 years 
without any noticeable productive results. If you will come back 
with something the committee is more than anxious to cooperate with 
you. 

Mr. Puiiurrs. Can you get the staff for it in a reasonable time? 

Mr. Wuitrney. We expect mainly to use accountants. 
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Mr. Puitures. Can you get them in adequate quantity and ability ¢ 

Mr. GLENDENING. I think so. 

Mr. Akerman. Are you not ready to roll now and get it completed 

15 months ? 

Mr. Yares. Do you mean under the budget you have now? 

Mr. AkerRMAN. Yes. 

Mr. Yares. Then why are you asking for $100,000 ¢ 

Mr. AKERMAN. He said it would take $100,000, but over the years 
we have made surveys of mergers and coffee. The sole question from 
the Bureau of Economics is how far they would have to go to get a 
report that would be worthwhile, and the time in which it could be 
accomplished. It was my understanding from the recommendation 
that came from the Bureau and went to the Commission yesterday 
that are now ready to roll and can do it within the terms of what they 
have and complete it in 15 months. 

Mr. Yarres. When you say they are ready to roll, where will they 
roll? 

Mr. AxerMANn. They have the survey planned. 

Mr. Yares. You said the Bureau surveyed the coffee industry. 
What came out of that ? 

Mr. Akerman. What came out of it / 


RESULTS OF COFFEE SURVEY 


Mr. Yares. Yes. You say you are ready to roll. Where are you 
going? Did any other agency in the Federal Government take action 
as a result of the coffee investigation 4 ¢ 

Mr. AKERMAN. Yes. 

Mr. Yates. What did they do? 

Mr. AxrrMaN. It was transmitted to the Bureau of Litigation, the 
Commission issued a complaint, a consent settlement followed im- 
mediately and produced the type of contract used on the New York 
Coffee Futures Exchange which allows hedging, which I think did a 
great deal of good. 

Mr. Yates. How much has the price of coffee gone down in the 

Jnited States? 

Mr. AkerMAN. It amounted to over $1 million a day. 

Mr. Wuirney. It went down sharply. 

Mr. AckerMAN. It amounted to over $1 million a day to the house 
wife. That was done by an economic and legal task force. 

Mr. Tuomas. That was a fine piece of work and that is over. When 
are you going to start moving on the antibiotics industry ? 

Mr. AkerMANn. I would say within a week or 10 days if the Com- 
mission is in agreement. 

Mr. Tuomas. Is the Commission in agreement on that, Mr. Chair- 
man ? 

Mr. Gwynne. Yes. This investigation was ordered some time 
ago. The trouble has been that so many people in economics have 
been diverted to merger work that the antibiotics work has suffered. 
As I understand it, the proposition is now that if this Congress gives 
us this increase 

Mr. Tuomas. If we give you this increase will you get started on 
antibiotics ? 

Mr. GwyNne. Yes, sir. 

Mr. AKerRMAN. Yes. 
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FIELD OFFICES AND PERSON NEL 


Mr. Tuomas. How many field offices do you have? 

Mr. AKERMAN. Seven. 

Mr. THomas. Washington, New York, Cleveland, Chicago, New 
Orleans, San Francisco, and Seattle ? 

Mr. AKreRMAN. Yes. 

Mr. THomas. How do you break them down between lawyers, in- 
vestigators, accountants, and so on? 

Mr. GLENDENING. In the Washington field office we have 30 attor- 
neys, 1 investigator, and 10 stenographers, a total of 41. 

In New York we have 38, 20 attorneys, 8 investigators, and 10 
stenographers or clerks. 

In Cleveland we have 12, 7 attorneys, 1 investigator, and 4 stenog- 
raphers. 

In Chicago we have 20, 14 attorneys, and 6 stenographers and clerks. 

In San Francisco we have 12, 7 attorneys, 2 investigators, and 3 
stenographers. 

In New Orleans we have 11, 7 attorneys 

Mr. Tromas. Are these the only ones you have? 

Mr. GLENDENING. We have wool, fur, and flammable fabrics inves- 
tigators in Philadelphia, Dallas, and St. Louis, one in each place. 

Mr. Tuomas. Let us see the green sheets on the Bureaus of Litiga- 
tion, Investigation, Consultation, and Economics. Where are your 
salary classifications / 

Mr. GLENDENING. They are in the record. 

Mr. Tuomas. That is overall. I want to see it by bureaus. I want 
to see the caliber of the people you have in there. Off the record. 

(Discussion off the record. ) 

Mr. GLENDENTNG. I do not have a breakdown by salary classifica- 
tion. 

Mr. Tuomas. The civil-service classification will give it all. 

Mr. GLENDENING. I do not have the figures with me. I can get them. 

(The information furnished follows :) 


FEDERAL TRADE COMMISSION 


Field employees by grade, as of Dec. 31, 1955 


Wash- New Chi Cleve- New /San Fran-! 
ington York cago land Orleans cisco 


Attorney, GS-15, $11,610 to $12,690 

Attorney, GS-14, $10,320 to $11,395 

Attorney, GS-13, $8,990 to $10,065 

Attorney or investigator, GS-12, $7,570 
to $8,645 

Attorney or investigator, GS-11, $6,390 
to $7,465 

Attorney or investigator, GS-9, $5,440 
to $6,250 

Attorney or investigator, GS-7, $4,525 
to $5,335 ; ‘ 

Clerical, GS-6, $4,080 to $4,890 

Clerical, GS-5, $3,670 to $4,480 

Clerical, GS-4, $3,415 to $3,925 

Clerical, GS-3, $3,175 to $3,685 


Total 





1317 
FUNDS REQUESTED FROM BUREAU °F THE BUDGET 


Mr. Yares. Mr. Chairman, how much money did you ask of the 
Bureau of the Budget / 

Mr. Gwynne. We asked $6,087,500. 

Mr. Yares. How much did they approve / 

Mr. Gwynne. $5,500,000, 

Mr. Yates. Where did the cuts take place / 

Mr. Gwynne. In merger work. 

Mr. Yates. The amount that was cut by the Bureau of the Budget 
was exclusively in merger work ¢ 

Mr. Gwynne. We asked for a total of over $6 million and our 
justification was based substantially on the increased merger work. 
Chey allowed us finally $5,500,000. 

Mr. Yates. How much of an increase is that over last year / 

Mr. Gwynne. $951,500. 

Mr. Yates. They gave you an increase of $951,500 ¢ 

Mr. Gwynne. That is correct. 

Mr. Yates. Does the amount that you are asking of the Congress 
prov ide sufficient funds, in your judgme nt, to permit the Federal Trade 
Commission to carry out its functions as required by law / 

Mr. Gwynne. In my judgment it does; yes. 

Mr. Yarers. For each of its activities ¢ 

Mr. Gwynne. Yes. 

Mr. Yares. Then why did you ask the Bureau of the Budget for 
more mone 4 for me rger wor k ? ° 

Mr. Gwynne. We asked for a total of over $6 million. That was 
an asking figure. 

Mr. Yares. You mean you settled for the amount you really wanted 
and you did not want the amount you asked for / 

Mr. Gwynne. I feel satisfied with this amount and I will tell you 
why, Mr. Congressman. It will be a job to get these new people, 
160 some new people, lawyers, economists, and I think that addition 
is about as much as we can use efficiently. 

Mr. Yates. I am inclined to agree wtih you and that is why 
I wonder why the Bureau of Antimonopoly was torn asunder some 
time ago and so many of the people in that Bure: au were permitted to 
go. You are trying to get them back now; are you not / 

Mr. Gwynne. We are in the market for i awyers and economists and 
statisticians. 

Mr. Yarrs. The people who went at that time were trained lawyers, 
economists, and statisticians. 

Mr. Gwynne. I might say that happened before I came to the Com 
mission and it was a reduction in force, I understand, made necessary 
by the budget situation. 

Mr. Puiires. I come from a specialty crop area. We sometimes 
prune our trees in order to get a better crop later on. 

Mr. Yates. But the Chairman of the Commission has indicated 
fear that the field might have to remain fallow for a while because 
he cannot put the crop in. 
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TIRES, BATTERIES, AND ACCESSORIES CASES 


Mr. Sheehy, I have been on this committee 6 or 7 years and my 
memory goes back to a long time ago when you were telling us about 
an investigation you were conducting into the tires, batteries, and 
accessories situation. 

Mr. Sueeny. My best recollection is that the investigations on which 
the present complaints are based started about 1949. 

Mr. Yates. And did they proceed since that time ? 

Mr. Sueeny. They proc taste from that time until the complaints 
were issued during the past yea 

Mr. Yates. Why were not the complaints issued before that time? 

Mr. Sureny. They were very extensive investigations. Mr. Bab- 
cock can explain the areas they selected and the amount of work put 
into those cases. The results, I think, justify the time spent on them. 

Mr. Yates. I am not questioning that. The only question in my 
mind is this: The investigations were going on against both the oil 
and rubber companies, were they not ? 

Mr. Sueeny. That is right. 

Mr. Yates. Were you ready to file the complaints against the com- 
panies during the past 2 years? 

Mr. Bancock. No. About a year ago we referred them to the 
Bureau of Litigation. 

Mr. Yares. Did you refer them to the Bureau of Litigation a year 
ago? 

Mr. Bascock. I donot know. Iam not sure just when it was. 

Mr. Yates. Who would know that? 

Mr. Sureny. I believe it was in November of last year. 

Mr. Yates. November of 1955 or 1954? 

Mr. Sureny. November or October 1955. 

Mr. Yates. That is hardly a year ago. 

Mr. Barcock. We can supply you . with that information and will, 
of course. 

Mr. Yatrs. Fine. 

(The information furnished follows :) 

The records reflect that these cases were first referred to the Bureau of 
Litigation on October 7, 1954. 

Mr. Barncock. I might state those cases were the equivalent of 20 
major investigations and we had a tremendous investment of time in 
those investigations. 

Mr. Sureuy. I would like to correct that. They first came to us 
in November 1954 and were sent back to the Bureau of Investigation 
for some additional study. There were very close legal problems 
involved in those cases and we were trying to come to a conclusion 
so that in the event the Commission issued complaints we would have 
something we could sustain and that would have some far-reaching 
effects. ‘There was not complete agreement and we tried to get agree- 
ment among the Commission’s staff. 

Mr. Yates. Did the then Chairman of the Commission sit in on 
those discussions? 

Mr. Sureny. To my knowledge he did not have anything to do 
with those cases at any time. 
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Mr. Yates. Does the former Chairman represent any of the re- 
spondents before the Commission now ? 

Mr. Sueeny. The firm of which he is a member represents the 
Firestone Co. 

Mr. Yarrs. In the cases before the Commission at the present time / 

Mr. Sueeny. That is correct. 


ANTIMERGER PROGRAM 


Mr. Yares. With respect to the merger work, how does the Com- 
mission go about considering whether a merger is proper or whether 
it is the type of merger that is prohibited by section 7 of the act? 
What do you do? 

Mr. Gwynne. Of course we read about these in the paper. It is 
necessary to spend considerable time getting some information from 
the companies or from any other sources from which we can get it. 
If we believe a complaint is in order, a complaint is drawn and sub- 
mitted to the Commission. As to what criteria to lay down, the 
court has not decided on those. We consider the size, the total con- 
centration that would take place if the merger goes through, and so 
forth. 

Mr. Yares. May a corporation which contemplates a merger sub- 
mit the data to the Commission for approval before it goes ahead 
with the merger ? 

Mr. Gwynne. There is nothing in the law which permits us to 
license them, you might say. They do sometimes come in and discuss 
it with us and get an indication as to whether we contemplate action 
or do not. 

Mr. Yates. The information I have is that your staff frequently 
approves mergers without the approval of the Commission. Is that 
erroneous eneneee? 

Mr. Gwynne. There may have been a time when that was done, 
but at the present time anything of that kind would come before the 
Commission. 

Mr. Yates. Was this the practice under the previous Chairman ? 

Mr. Gwynne. No, I do not think it has been the practice at any 
time. The Commission now does not approve or disapprove of a 
merger, and I do not think any of the staff do. They talk it over 
with people and indicate to them at times, perhaps, without prejudice 
to what they might do, whether we contemspinte action or do not. 
That is about it; is it not, Mr. Babcock ? 

Mr. Yates. On page 206 of the hearings for 1956 I asked Mr. 
Howrey: 

Do those companies which contemplate merging have to file any kind of 
statement with your Commission? 

Mr. Howrey. They do not. They are permitted to. We do have a system 
set up where if they want to come to us and ask for clearance, so to speak, we 
will sit down with them and look over all their figures and tell them whether 
or not we think that their merger is apt to run into trouble. 

We did that with Pillsbury. They came to us. They laid all their facts on 
the table with us. We looked them over and said, “We think, gentlemen, if 
you go ahead with the merger it will violate the new act.” They decided thate 
they didn’t think it did. They went ahead. We filed our complaint. They, 
that is, merger cases are difficult cases to try because under the act we have 
to show that those particular mergers will lessen competition or tend to create 
a monopoly in the particular market. They hire experts. We use our experts. 
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It may be a long-drawn-out litigation. They are the first cases under the new 
act. 

We issued an opinion in the Pillsbury case, after the Government had closed 
its case. 

You are telling me now, Mr. Chairman, that you do not do that 
anv more ¢ 

Mr. Gwynne. Oh, no. They are not required to come to us. If 
they come to us we talk it over with them and sometimes perhaps give 
them an indication that we do not contemplate taking any action. 

Mr. Yares. As a result of the facts they have given you? 

Mr. Gwynne. Yes. 

Mr. Yares. Is that done by the statf without reference to the Com- 
mission ¢ 

Mr. Gwynne. At the present time I believe all conclusions as to 
mergers are reported to the Commission. 

Mr. Yares. Was this the practice under the previous Chairman 4 

Mr. Gwynne. Since I have been on the Commission it has been the 
general practice to report these matters to the Commission. 

Mr. Yates. Since you have been on the Commission or since you 
have been Chairman / 

Mr. Gwynne. Since I have been Chairman. I think the practice 
was the Commission always knew what was done along that line. 

Mr. Suereny. Since I handled the Pillsbury matter, I will be glad 
to explain what happened at that time. Prior to July 1, 1954, the 
Bureau of Antimonopoly was responsible for the investigation and 
trial of antimonopoly matters. The Bureau would doc ket cases for 
investigation rather than the Commission. At that time we would 
hold conferences with the members of industry who were contemplat- 
ing mergers if they cared to come in and discuss them with us. We 
would ask them for information, we would have the analysts and 
economists sit in with the attorneys, and at the conclusion of that we 
would tell them whether or not we would undertake a field investiga- 
tion if the merger went through. We did not approve or disapprove 
the merger, we merely told them if we thought the matter was of 
sufficient significance that we would undertake a field investigation. 
That is what happened in the Pillsbury case. We told them that we 
thought it was of sufficient significance to undertake an investigation, 
they went ahead with the merger, and we did investigate and the 
Commission issued a complaint. 

Mr. Yares. There have been a great many mergers in the last few 
years. I believe Mr. Howrey referred to it as the third wave of 
mergers. He said also that the companies contemplating mergers 
were permitted to file statements and have them submitted to the 
Commission. What percentage of companies contemplating mergers 
would you say have submitted such statements ¢ 

Mr. Sureny. I would say between 1950 and 1954 we would not 
have had over 30. 

Mr. Yates. Who handles mergers now / 

Mr. Sureuy. Mr. Babcock. 

Mr. Yares. How many such statements were filed during fiscal 
L955 ¢ 


Mr. Bascock. Our Secretary, Mr. Parrish, may be able to answer 
that. 
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Mr. Parrisu. A task force has been handling the merger prob- 
lem. ‘The program is now being integrated back into the normal 
setup. 

Mr .Yarrs. What do you mean, the task force was integrated into 
the setup? Is this something that is not a part of the Commission ‘ 

Mr. Parrisn. It is a part of the Commission but during the past 
S or 9 or 10 months we have been having a special task force handling 
the merger problem. It has been decided to integrate it back into the 
regular channels. 

Mr. Yates. Mr. Parrish, would you describe what you have been 
doing under your task force? I do not understand the distinction 
you attempt to draw between your task force and the regular work of 
the Commission. I would assume this is the regular work of the 
Commission. 

Mr. Parrisn. It is the regular work of the Commission. 

Mr. Yates. What are you “forcing” or what are you “tasking”? 

Mr. Parrisn. We just created a special task force to work ex- 
clusively on mergers for a while, a group of about 15 people who 
were responsible for the selection of cases for investigation and the 
development of the cases and referring them to the Commission 
for complaint or other action and work on the trial of certain cases 
that did develop. They hold consultations regarding proposed 
mergers and they are responsible for recommendations in these cases. 
That is not technically correct but is in substance. 

Mr. Yares. What are these consultations ? 

Mr. ParrisH. Well, they relate to advisory opinions concerning 
proposed mergers. 

In other words, people will drop in and say, we plan to merge and 
they will ask us what information would you like us to submit so that 
you could advise us on the matter as to how we should proceed. 

The procedure that we have been following is to tell them the type 
of information we want in connection with the matter. They get it up 
and then submit it to us, and we have economists go over it, and we also 
have what we call a project attorney go over it. After they have gone 
over it, they will make a recommendation to me about it, and I will 
forward it to the Commission with my recommendations. 

The task force just started in operation about the end of last April. 
[I can tell you what the picture has been during the current fiscal year 
but not last year. 

Mr. Yates. You mean since July 1? 

Mr. Parris. Yes, sir, since July, there have been about, I would say, 
five cases where companies or their representatives have come in and 
asked our advice on proposed mergers. 

Mr. Yates. Only five of all of thee ompanies that merged ? 

Mr. Parrisn. I would say that that is approximately correct in that 
period. 

We had a couple of coal cases in that time. We also had a shoe case. 
We have one case pending now on milk, and we have one pending on 
tool steel. 

Mr. Yates. How many did you have during the fiscal year 1955 ? 

Mr. Parrtisu. I do not know— 

Mr. Yates. Well, the Commission was in existence at that time: was 
it not? 
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Mr. Parrisu. But I personally do not know. 

Mr. Yates. Does anybody here know the answer to that question ? 
When did you take jurisdiction of these cases, Mr. Sheehy ? 

Mr. Sueeny. Until July 1, 1954. 

Mr. Yates. And then Mr. Babcock stepped in after that. 

Mr. Barscock. The 10 months I had it, there were about 5. 


NUMBER OF MERGER CASES UNDER CONSIDERATION BY COMMISSION 


Mr. Yates. How many merger cases are under consideration by the 
Commission at the present time ? 

Mr. Gwynne. You mean complaints / 

Mr. Yates. No, the number of merger cases under consideration. 

Mr. Bascock. It is roughly 176. 

Mr. Yares. Since when ? 

Mr. Bascock. That is the number under consideration at the present 
time. 

Mr. Yates. I want the number under consideration at the present 
time. 

Mr. Bascock. If you mean where we are making serious investiga- 
tions, we have that number now. 

Mr. Yares. That is the serious investigation factor and out of those 
will come some complaints ? 

Mr. Bascock. Yes, sir; that is correct. 

Mr. Yates. How many complaints have been issued ? 

Mr. Bascock. Seven. 

Mr. Parrisu. There have been seven in all. 

Mr. Yares. And you have considered 156 of them seriously enough 
to undertake further investigation ¢ 

Mr. Parrisu. That is the approximate number of the task force 
cases. 

Mr. Yates. How many cases did the task force investigate ? 

Mr. Parrisu. That is the current figure as to approximately how 
many of them are pending in investigation. 

Mr. Yares. Well, you must have considered more than this number 
before you decided to put 156 of them into investigation. 

Mr. Parrisu. Yes. 

Judge Gwynne earlier, and I believe it was before you arrived, gave 
a figure, I think of over 500. That is what is called mergers of mining 
and manufacturing corporations. That is not all cor porations but it is 
a figure carried in the economic report for the sake of consistency. 
You can take a group in that bracket and chart it year by year. Actual- 
ly there are more mergers taking place than that. They have been 
running around 800 to 1,000 that our Bureau of Economics has been 
picking up from the papers. In other words, they will pick up the 
paper 1 day and it will say that X company today announced that it 
plans to buy out Y company, and Y company is engaged in such and 
such a business, and so forth. Then the Bureau of Economics has been 
following the practice of getting whatever preliminary information 
together they can get. They would probably average 800 or 900 per 
year. 

We have a meeting of this group about once a week and out of that 
we will pick out those, on the basis of the limited information we have, 
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which looked like they warrant an investigation, such as the merger of 
two big companies engaged in the same industry. 

Then our next step would be to send out a preliminary inquiry asking 
for such facts as we think would enable us to get a better idea about it. 
Sometimes we would say there was onthing further required, and 
sometimes we would have to go into it further. 

Mr. Yates. Yes. 

Mr. Parrisu. On that basis, I would say that there are pending 
somewhere in the neighborhood of 150 cases. That is the figure that 
Mr. Babcock gives. 

Mr. Yares. I see. 

The companies which come under SEC jurisdiction and which pro- 
pose to merge are required to go before that agency, are they not, in 
connection with their merger ¢ 

Mr. Parrisu. I am not sure, but I believe they have to go before 
the SEC if they plan to float stock, yes. 

Mr. Yares. Their approval is not necessary under the Clayton Act, 
is it? 

Mr. Parrisu. Oh, no. 

Mr. Yares. Your prior approval is not necessary under the Clayton 
Act? 

Mr. Parrisu. That is correct. 

Mr. Yares. You have to catch them later on if you consider their 
merger to have violated the law, is that not correct ? 

Mr. Parris. Yes, sir; that is correct. Sometimes we get addi- 
tional time before the merger is consummated. In other words, there 
may have to be a meeting of the board of directors or shareholders 
before the merger can go thr ough. 


NEED FOR ADDITIONAL ANTIMERGER LEGISLATION 


Mr. Yares. Would it be advantageous or would it be better, if the 
companies that proposed to merge, or had a merger in mind that was 
likely to result in monopolistic — practices, had to appear before the 
Commission first, rather than have you chase them after they had 
merged ? 

Mr. Parrisu. Do you want my opinion on th: at? ¢ 

Mr. Yares. Yes; either yours or the Chairman’s. 

Mr. Parris. Well, the Chairman would probably—— 

Mr. Gwynne. Go ahead, Mr. Parrish. 

Mr. Parrisu. I think very definitely it is desirable that we be 
advised of their intentions and of the situation at the earliest possible 
time. 

Now, we do have authority to require reports at the present time, 
but I do not think that is adequate, for the reason that the law is that 
under section 6 we can compel a report, and then if they do not report 
back to us, we can give notice of some sort, which means within 30 
days that if they do not comply that penalties start running against 
them at the rate of $100 a day. 

The trouble with that is that you cannot give notice of default to 
them until you know about it, and you do not know about it until the 
report is in the papers. 
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In that connection, the Chairman in testifying before other commit- 
tees has made certain recommendations in connection with this prob- 
lem, which I certainly subscribe to. 

Mr. Gwynne. The answer to your question is, “Yes,” Mr. Yates, 
that it would be very, very bene ficial, and in fact, we are now recom- 
mending legislation which would require these corporations, where 
the combined assets would be at least $10 million, to notify the proper 
agency or the Department of Justice and to furnish certain informa- 
tion, which we now have to come by in the hard way, in a period of 
9) days. It would be very beneficial if we had such a provision as 
you suggest. 

Mr. Yates. Have you testified before any of the congressional com- 
mittees more specifically this recommendation of yours? 

Mr. Gwynne. Yes, sir; we have. We have talked about it very 
particularly with the House Judiciary Committee. 

Mr. Yares. — that appear in printed hearings anywhere ? 

Mr. Gwynne. I do not know whethere they have been printed or 
not, Mr. Yates, but I assume they have been pr inted. 

Mr. Yares. Is this your recommendation in this item in the Wall 
Street Journal of Tuesday, February 7 ? 

Mr. Gwynne. That undoubtedly has reference to it. Now, we are 
drafting definite legislation, or suggested legislation, covering this, 
and injunctions and various other features. 

Mr. Evins. Does that recommendation suggest a report to the 
Department of Justice or to the FTC? 

Mr. Gwynne. We suggest when that is finally agreed upon that 
they would report to both. 

Mr. Kern. I suppose in all fairness to the proposed mergents, they 
should report to us. 


COUNSEL FOR CERTAIN RESPONDENTS 


Mr. Yates. You indicated that Mr. Howery’s firm represented the 
Firestone Co. in connection with their defense of complaints. In 
how many cases does Mr. Howery’s firm act as counsel for either 
defendants or any of the petitioners or litigants? 

Mr. Anperson. There is 1 TBA case and also 1 of the food cases, 
section 3 cases, I know of 2 cases in which he represents them. 

[ do not know how many others there are. 

Mr. Sureny. I think I can give that. There is the false and mis- 
leading advertising case of Wybrant. It involves a hair restorer or 
crower. 

There is also the Firestone case, the Food Fair case, the Anheuser- 
Busch case, and the Wilson Tobacco case. 

Mr. Yates. Are there other sections of the Commission which you 
do not know about in which Mr. Howery’s firm might be active ? 

Mr. Sueeny. There might be some in sections “other than litiga- 
tion. I should have all of the information regarding cases in which 
formal complaint has been filed. 

Mr. Yares. What about changing your trade practice rules? 

Mr. Sueeny. Mr. Grandey would be the one to cover that. 

Mr. Yarrs. I was inquiring of Mr. Sheehy about the representa- 
tion of Mr. Howery’s firm in cases before the Commission. Is his firm 
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engaged in connection with the changing of any of your rules of 
practice or regulations ¢ 

Mr. Granprey. That firm is interested in one such matter. 

Mr. Yvres. Are there any other sections of the Federal Trade Com 
mission which are pertinent here / 

Mr. Bancock. There are two in mine. 

Mr. Parrisu. There are two in ours, yes. 

Mr. Yarres. What is the title of those two which are pending / 

Mr. Parrisu. As to the two cases I have in mind, I do not know 
whether they are a matter of public record. I do not like to mention 
the names of those cases. 

Mr. Yates. No, do not give the names, just the number of cases. 

Mr. Parrisn. There are 2 merger cases, 1 of which Mr. Howery’s 
present firm had before he left the Commission. The other is a merger 
which occurred since he left the Commission. 

Mr. Yates. How many of these cases were pending before the 
Commission at the time that Mr. Howery was Chairman of the Com- 
mission ¢ 

I know your investigations of the TBA cases were going on at that 
time, but were there others? Were not all of them pending, as a mat 
ter of fact, at the time he was Chairman of the Commission ? 

Mr. Anperson. The Wybrant case is a new one. 

Mr. Yates. How long have you been Chairman, Mr. Gwynne / 

Mr. GwYNNE. Since September 12, 1955. 

Mr. Yates. About 6months. 

Mr. Gwynne. Yes. I cannot answer about a case which is not 
being investigated. 

Mr. Bascock. I may say that both of the cases were in the process 
of investigation before he left the Commission. In what stages the 
investigations were, I do not know, but I believe there were investiga- 
tions which were in process before he left the Commission. 

Mr. Prius. It is assumed, or implied, that this firm would not 
have had these cases if Mr. Howery had not gone with them subse- 
quently ¢ 

Mr. Yares. I am informed that Mr. Howery was within the firm 
before he went to the Commission and he rejoined it later. 

Mr. Parrisu. On the general subject of new cases, what is done is 
this: It applies not just in Mr. Howery’s cases, but it is something 
we have been asked to do in the Office of the Secretary by other former 
commissioners. Whenever they are about to take a case before the 
Commission, it has been the practice of some of them, at least, to call 
our office and ask that a check be made of the files in the case to de 
termine whether or not that particuar matter came to the attention of 
the individual Commissioner while he was in the Commission. That 
has happened in several cases with Mr. Howery being involved, and 
also other former Commissioners. 

We go through the file then to find out what happened. 

In the Food Fair case, in which a complaint issued since Mr. 
Howery left the Commission, we checked the record and found it had 
never been before the Commission before, and we so advised him. 

Similarly in these TBA cases, when a complain issued in those 
cases, those cases had entirely been at the staff level as we checked them 
and found out. That is my recollection of the situation, or, at least, 
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they had never gone to his office. He disqualified himself in the rub- 
ber cases. It was the same way in this Wybrant case where the com- 
plaint issued after he left the Commission. It had been considered 
exclusively at the staff level. We checked up on that and so advised 
him, that it had been considered exclusively at the staff level. 


APPROVAL OF CASES AT STAFF LEVEL 


Mr. Yares. Are there any types of cases that come before the Com- 
mission which may be approved by the staff without reference to 
the Commission, or must the Commission approve every case which 
comes before it? 

Mr. Gwynne. You mean in the issuance of a complaint? 

Mr. Yates. No, an order in perfunctory or technical matters which 
come before the Commission where the staff members approve appli- 

cations or disapprove them without reference to the Commission 
itself ¢ 

Mr. Gwynne. I cannot think of any now. 

Mr. Yarrs. The Commission considers everything that comes in? 

Mr. Gwynne. No, there are many investigations which come first 
of all to the Bureau of Investigation. They make those investiga- 
tions. 

Mr. Yates. Does the Bureau of Investigation itself decide whether 
or not an investigation should be continued, or do they, in every case, 
ask the Commission’s approval before discontinuing an investigation, 
or do they submit each case to the Commission ? 

Mr. Gwynne. No, they do not. 

Mr. Yates. In other words, it is up to the Bureau of Investigation 
frequently to decide whether or not a particular investigation should 
proceed ? 

Mr. Gwynne. That is right. 

Mr. Yares. Then where does the Commission come into it? 

Mr. Gwynne. A report is made, and a check can be made if the 
Commission desires to do that. 

Mr. Yares. If the Bureau of Investigation decides a certain in- 
vestigation should not be made, it delivers a memorandum to the 
Commission after deciding that matter? 

Mr. Gwynne. They make one to see if it really merits any kind of 
investigation and then they make an investigation to find out whether, 
for one reason or another, any further proceedings should be had. 

Mr. Yarres. The Commission knows nothing about it? 

Mr. Gwynne. Yes, the Commission knows about it; we know about 
it. A report is ; made every 4 weeks. 

Mr. Yates. A report on what? What is the nature of the report ? 

Mr. AkerRMAN. That report shows in it every case or investigation 
which has been closed, showing the type of violation inv olved, and 
the name of the 1 espondent, the type of violation and the reason for 
which the investigation was closed; and that report is handed to 
each Commissioner every 4 weeks. 

Of course, another thing in that connection, Congressman, is, if 
there has been a division of opinion on it at the staff level, as the cases 
are closed, they go in to the Secretary’s Office and automatically, if 
there has been’ a division of opinion, at the staff level, it is referred 
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to the Commission, and all merger cases are referred to the Commis 
sion. 

In addition, if the head of the Bureau of Investigation or the Secre- 
tary thinks they should be referred to the Commission, they are re- 
ferred to it, especially if they involve a novel question or something 
of that kind. So, it is not a matter of automatically closing the cases 
without the Commission’s review. 

Mr. Yates. You talk about the Bureau of Investigation in con- 
nection with this. Are there any other Bureaus within the Commis- 
sion where the staff has this preliminary control and makes the re- 
port to the Commission on what has been done at some later time / 

Mr. Akerman. I do not think any other Bureau in the Commis- 
sion would do that, except compliance under the General Counsel. 
That is handled by Mr. Morehouse. 

Mr. Morenouse. Mr. Chairman, we follow about the same proce- 
dure as has been outlined. Our job is to see to the compliance by the 
defendants with the orders of the Commission and each order put 
out by the Commission requires a report to be submitted within 60 
days giving the manner and the form in which that particular defend- 
ant has been and is complying. We receive that if it is submitted 
voluntarily, and if it is not, we get it, or get the information in some 
other way. 

In any case, where there is any evidence of any violation at all, no 
matter how slight or unimportant it is, we report that to the Commis- 
sion with our recommendation which, in such instances, would have 
with it a file giving information on such action. 

However, where we find no evidence of any violation, and there is no 
disagreement or difference of opinion anywhere on the staff level, and 
there are no novel questions presented, we are delegated by the Com- 
mission through the General Counsel’s Office to send it directly to Legal 
Records and Files with a memorandum fully stating why we did it. 

We sign that and it is approved by the General Counsel. It goes 
direct to the files, but no cases involving any violation of an order 
to cease and desist are cleared at the staff level 


ANTIMONOPOLY INVESTIGATIONS 


Mr. YATEs. Referring to the charts appearing in the justifications 
as charts Nos. 2, 3, and 4, chart No. 2 shows the: antimonopoly investiga- 
tions pending in branch offices with their dates. It shows that the 
number of investigations has jumped from 156 to 171, to 264 over a 
3-year period. 

What is the size of the companies which have been investigated? Do 
they compare with those in 1953 and 1954, or are you moving toward 
the smaller companies, or are you still continuing with the big com- 
panies ? 

Mr. AKERMAN. In the cases in which orders have been issued re- 
cently, there were the false advertising cases against General Motors, 
the TBA cases in which there were 3 major tire companies, and 3 major 
oil companies involved. That was the start of the thing. There was 
also the Foremost Dairies case, which is certainly no pygmy. 

I think we proceeded against most all of the major steel companies 
in the past 16 to 18 months. 
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Mr. Yares. I have here an excerpt from the Congressional Record 
of January 5, 1956, from a speech by Mr. Patman, in which he makes 
the point that the number of compl: aints that were issued by the Fed- 
eral Trade Commission, as he says, in 33 months, under the Republi- 

cans and 33 months under the Democrats was 59 under the Republicans 
and 56 under the Democrats, that the Republicans have a total of 
$32,500,000 and the Democrats a total of $256,200,000. Is this compu- 
tation correct 4 
Mr. Akerman. His computation, I am sure, is correct. 
Mr. Yarrs. He says the number of complaints under the Republi- 
cans was 59 and under the Democrats 56 during that period, and that 
the number of companies charged was 50 under the Republicans and 
66 under the Democrats. 

Do you agree with those figures 4 

Mr. AkErRMAN. I cannot say those figures are not correct, but as I 
recall his figures, that is the number of actions issued under the Clayton 
Act, and does not take into consideration the cases issued under 
section 5 of the Federal Trade Commission Act. 

Mr. Yates. What is section 5? 

Mr. AkerMAN. Section 5 of the Federal Trade Commission Act is 
the magna carta of the Federal Trade Commission which allows us to 
proceed against unfair trade practices. There are included in that 
such matters as restraints of trade and others which we have proceeded 
against. 

For example, the TBA cases against the tire companies and oil 
companies are under section 5 of the Federal Trade Commission Act 
rather than under the Clayton Act, and would not be included in those 
figures of Mr. Patman. 

Likewise, the case against New York Coffee Exchange was under 
section 5 of the Federal Trade Commission Act. So, none of the 
corporations of the size of those would be in those figures. 
section 5 of the Federal Trade Commission Act. So none of the 
against the steel corporations. Were those under section 5 or the 
Clayton Act ? 

Mr. Sueeny. Section 5 of the Federal Trade Commission Act. 

Mr. AkERMAN. So none of those were in Mr. Patman’s figures. 

Mr. Yares. All right. 

Mr. THomas. Mr. Evins? 

Mr. Evins. I think our chairman has very well expressed the view of 
the committee, when he said that this committee wants to support the 
Commission and uphold it, and provide the Commission with adequate 
appropriations to do the job if the Commission will point out its great 
needs and make requests for the necessary funds. 


FUNDS APPROPRIATED TO FTC 


I have before me a statement of the total appropriations made to the 
Federal Trade Commission since its inception. The FTC was created 
around 19140r1915. The total appropr lation request for the Commis- 
sion for the fiscal year 1957 is $5,500,000. 

Mr. Tuomas. An increase of $951,000. 

Mr. Evins. Yes. 





1329 


When your agency first started prior to World War I years, you 
were first appropriated the sum of $390,000. After the war, you 
got up to $1 million. Then you proce euded during the ¢ ‘oolidge era 
to drop back down again to $800,000 or $900,000. 

Mr. Tomas. When did they hit a million / 

Mr. Evins. They hit $800,000 in 1918. 

Then in 1929, you jumped up to nearly $2 million and in the early 
days of the Roosevelt administration, you exceeded $2 million. You 
got up to $2 million and you carried on with a $2 million and 82, 
500,000 appropriation for several years. 

Mr. Pumps. We had inflation in the ‘re somewhere. 

Mr. Evins. In 1949, vou exceeded $3,500,000, and for the past 4 

years, you had appropriated in excess of $4 million. In 1955, you 
had slightly in excess of $4 million. 

This year you are requesting more than $5 million, or at least your 
Budget Bureau approval is for that amount, and you asked for $6 
million, 

I would like to ask Chairman Gwynne does this largest amount 
in the history of the Commission mean that the Federal Trade Com- 
mission is going to have an expanded and more vigorous enforcement 
of the laws than we have witnessed in the past few years? 

Mr. Gwynne. Yes, sir, with particular reference to the antimerger 
laws which we regard as a pressing problem. 

Mr. Evins. The country has experienced a great wave of mergers. 
and you are sending out questionnaires asking for information but 
the Commission is not getting satisfactory results, and you are not 
really doing much about it, insof: ir as issuing complaints is concerned. 

Mr. Gwynne. We had 7 complaints. There are 2 now pending 
at the Commission level. 

Mr. Evins. With $5 million in appropriations, it seems to me that 
the Commission should renew your determination, as the chairman 
indicated, to perform a tremendous piece of work in the public in- 
terest. 

There are a lot of complaints on the floor of Congress that the 

Federal Trade Commission is slow, and Congress is trying to get them 
(o increase its speed, to speed up its work. 

Are you going to spend the entire amount of this increase on travel 
and salaries, or are your staff experts going to make such investigations 
and par utions as appear to be needed ? 

Mr. Gwynne. We expect to employ 160 more people. 


BUREAU OF INVESTIGATION 


Mr. Evins. I notice in the Bureau of Investigation that you are 
requesting 78 additional employees. | 

If you receive funds to employ six new attorneys, are you going to 
conduct more investigations or are you going to make them project 
attorneys and give them a desk to review records? 

Mr. Bancockx. Mr. Evins, I believe the statement particularizes as 
follows: 

Thirteen project attorneys, 17 attorneys in field offices, 7 accountants, 
7 statisticians, 4 business analysts, and 30 clerks and stenogr aphers. 

Mr. Evins. Mr. Babcock, what is the percentage between the inves 
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tigators on your staff and the review or project attorneys that look 
over the work ¢ 

Mr. Bascock. I have 28 project attorneys, and I have 80 fieldmen 
actually operating in the field, and I have 7 men in charge of branch 
offices. 

Mr. Evins. I am talking about investigators. How many investi- 
gators go out to call on the respondents ? 

Mr. Bascock. Eighty. 

Mr. Evins. And you feel you need how many more? 

Mr. Bancockx. In this request for increased funds there are 17 
attorneys in the field offices. 

Mr. Evins. Are all of these men employed as investigators ? 

Mr. Bascock. Yes. 

Mr. Evins. What is the percentage of investigators to review 
attorneys in your staff ? 

Mr. Bascock. I have no review attorneys as such. Project attorneys 
have a limited review function. 

Mr. Evins. What is the percentage of investigators to project 
attorneys ¢ 

Mr. Basncock. Twenty-eight to eighty. 

Mr. Parris. Do not a lot of the so-called project attorneys also 
handle investigations by correspondence in your false and misleading 
advertising cases? They are doing more than just supervisory work, 
are they not 4 

Mr. Evins. Where is the bottleneck in your Bureau, Mr. Babcock ? 
Is it the lack of eee or the lack of project attorneys? 

Mr. Bascock. Well, I do not want to concede that I have a bottle- 
neck, but I wish I had more investigators. 

Mr. Evins. I understand the Commission wants to speed up its 
work. Officials of the Selective Service System tell us that they “press” 
the men into the Armed Forces. You are the man who can press the 
cases—the work—into the Commission and the workload of the FTC 
depends largely upon the Bureau of Investigations under your 
direction. 

Mr. Bascock. I have 1,400 matters pending for investigation at the 
present time. 

Mr. Evins. It would appear that your Bureau certainly needed 
some more investigators to expedite these investigations as well as to 
perform other important investigatory work needed to be performed 
in the public interest. 

Mr. Kern. I think these additional funds should increase the num- 
ber of investivations and help to increase the formal complaints that 
will be growing out of the investigations. 

Mr. Baxscock. I receive applications for complaints at the rate of 
a little over 50 a week, and we register between 15 and 20 mergers 
every week. . 

Mr. Evins. The Applications Division will be stepped up; there will 
be a few more trial examiners added to the FTC staff and all along 
the line in the Commission’s work, there will be added steam but bas- 
ically this depends upon the initiation of the cases by the Commission, 
by your staff, is not that correct? 

Mr. Bascock. That is correct. 
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Mr. Evins. Referring to this chart No. 2, there has been quite a bit 
of discussion of it. It represents your workload, and I think the 
Commission is to be commended for its expedition in cutting down on 
the time lag for the cases in the field. Whereas you had a great number 
of antimonopoly ‘ases 18 months or older a few years ago, now you 
have 8 percent of such monopoly cases. How long have they been 
pending in the branch offices? Are those still 18 months old or over / 

Mr. Bascock. I assume that they are. This is an analysis of my 
work. I did not get it up and put it together. 

Mr. Evins. Does that indicate that there is being less antimonopoly 
work done in the Commission, or that you have « aught up on part of 
the backlog, or that there is very little initiation of new cases? 

Mr. Baxscock. No, sir; the cases are increasing in numbers, both in 
the : antimonopoly field and the deceptive practices field. 

Mr. Evins. This chart does not reflect that increase. 

Mr. Parrisu. Yes, it does, at the top. 

Mr. Evins. This shows the number of investigations and it applies 
only to antimonopoly cases. 

Mr. Baxscock. There is another chart that shows the deceptive 
practice cases. 

Mr. Evins. How is the time element now in comparison with other 
periods in the Commission’s history on cases reaching the Commission 
from the initiation of investigation ? 

Mr. Bascock. There is an ‘analy sis of what I am doing, which shows 
improvement. 

Mr. Evins. Have you cut down on the time element by 1 month, 2 
months, 3 months, or 4 months, or is it taking longer to have cases 
decided from the date of initiation to complaint by the Commission. 

Mr. Bascock. Well, we have cut it a great deal 


NUMBER OF CASES IN APPELLATE COURTS 


Mr. Evins. Could someone tell us the number of FTC cases pend- 
ing in court at this time ? 

Mr. Dawkins. We have pending in court at this time 38 cases, 1 in 
the District Court, 1 in the Supreme Court, and the remainder of 
them in various United States courts of appeal. 

Mr. Evins. How does that compare, Mr. Dawkins, with previous 
years ¢ 

Mr. Dawkins. Within my own experience, which covers quite a 
number of years, that is our largest calendar. 

Mr. Evins. Well, certainly, you should have a large calendar, be- 

‘ause your appropriations have been going up each year. I commend 
you in that regard. 

Mr. Dawkins. The Commission does not control that. Generally 
the parties on the other side are the ones who start most of these. 

Mr. ANDERSON. We cannot appeal from the Commission’s decision. 


CIVIL-PENALTY CASES 


Mr. Morenovusr. We have some more cases in the Compliance Di- 
Vision. 





Mr. Evins. Mr. Morehouse, this chart does not list your office. Are 
you in the General Counsel's Office 

Mr. Morenovuse. They do not put us in on that. 

Our setup is described on pages 24 to 31, and our court cases are 
civil-penalty suits in the United States District Court. 

Mr. Evins. Referring to page 10 of the justifications, you have the 
Bureaus of Investigations, Consultation, Economies, Litigation, and 
yours is the Bureau of Compliance ? 

Mr. Morenovse. It is a Division in the General Counsel’s Office, 
and we are not shown on that chart. 

I want to call your attention to a fact in connection with your in- 
quiry about the court cases. 

Mr. Evins. Yes; I wish you would. 

Mr. Morenousr. At the close of business on January 20, 1956, we 
had 12 civil-penalty suits pending in the United States district courts. 
There were 2 pending with United States attorneys and 1 held in abey- 
ance. There were 17 complaints in the drafting stage, a total of 32. 

Those civil-penalty suit cases are prepared in our office, with the 
complaint and a trial brief submitted through the Commission and 
certified to the Attorney General and then forwarded to the proper 
district for suit, with a penalty up to $5,000 for each separate viola- 
tion. 

Mr. Evins. Are the cases that you have indicated, the civil-penalty 
suits, under compliance in addition to the court cases referred to prev1- 
ously by Mr. Dawkins? 

Mr. Morrnovsr. Yes, sir, they are in addition to those, and our 
office at the request of the proper United States attorneys, and with 
the consent of the Attorney General, participates in the trial of many 
of these cases. 

DIVISION OF COMPLIANCE WORKLOAD 


Mr. Tuomas. At this point, insert in the record the last half of page 
29 and the last half of page 30 beginning with, “Statistics on matters 
handled, fiscal year 1955.” That shows the complete picture of his 
workload. 

(The matter referred to is as follows :) 


CURRENT WORKLOAD 


During fiscal 1955 the Commission issued 112 cease-and-desist orders, 82 involy- 
ing unfair and deceptive practices, and 30 involving restraints of trade and 
Clayton Act cases. There was a total of 565 respondents in the latter group 
from whom compliance reports are required. In less than 30 percent of these 
cases can the reports of compliance be processed, received, and filed without 
further negotiations. These statistics are typical, not exceptional. 

During the year 118 compliance investigations were instituted and supervised 
by the Division. Each attorney to whom a case is assigned in this Division 
acts as project attorney for his own investigation, maintaining constant con- 
tact with and supervision over the character and extent of the field investigation, 
as well as being responsible for correct analysis of the facts produced. 


STATISTICS ON MATTERS HANDLED FISCAL 1955 


“Matters” consist of (a) reports of compliance for processing; () com- 
plaints of alleged violation of orders; (c) conferences and opinions regarding 
compliance; and (d) initiating and processing preliminary inquiries into com- 
pliance. Each category of these “matters” is a distinct operation requiring the 
substantial expenditure of comparable man-hours. 





Total pending July 1, 1954_____- 44 
Received during year__-- ; é 1, 448 


Total for disposition during year___- 1, 992 
Disposed of during year_-___.___-~-~- iii ; 1, OS4 


Total pending June 30, 1955 y ali HOS 
The foregoing includes 579 reports of compliance received and filed as satis 
factory. 

Mr. Morrenouse, Thank you, sir. 

I might add that those pages show that since the Compliance Di- 
vision was established in 1947, we have succeeded in obtaining over a 
quarter of a million dollars in penalty judgments. Those go direct 
to the United States Treasury. ‘The Commission gets no benefit from 
them. 

Mr. Tuomas. A quarter of a million dollars 

Mr. Morrenouse. Yes. Since this budget estimate was prepared, 
since November 30, 1955, which is the last date shown in this sub- 
mittal, we have added to the actual penalty judgments the amount 
of $9,500, so the grand total is now $273,237.99. 

Also, since November 30, 1955, we have sent to the Attorney Gen 
eral for filing five more penalty suits. 


DIVISION OF STIPULATIONS 


Mr. Evins. Who handles the stipulation of cases at the present 
time ? 

Mr. Morenousr. The Bureau of Consultation. 

Mr. Evins. My question is whether or not the number of cases 
settled by stipulation are increasing or whether they are going to 
complaint and order by the Commission ¢ 

Mr. Granpey. The stipulations are returning to the 1952, 1953, 
and 1954 level, Congressman. 

In 1954 there were 62, in 1955 there were 104, and so far this year 
there have been 74. 

Mr. Evrns. You do not determine whether or not a case should be 
settled by stipulation by the Commission ¢ 

Mr. Granpvey. No, sir. Under the present procedure, the Bureau 
of Investigation refers the matter to the Executive Director with a 
recommendation that it be forwarded to my Bureau, the Bureau of 
Consultation, for the negotiation of a stipulation. 

Mr. Evins. In other words, the Executive Director decides or deter- 
mines it, and not the Commission ? 

Mr. Granpey. No, the policy as to what matters may be stipulated 
has already been established and set up by the Commission, and each 
stipulation when negotiated is referred to the Commission. 

Mr. Evins. All of the staff works within the framework of that 
policy without referring all the cases to the Commission, and then 
if the Executive Director determines it is a matter for stipulation, it is 
automatically referred to your Division ? 

Mr. Granpry. They are referred through the Executive Director 
to me, but must be approved by the Commission after the execution 
of the stipulation. 
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Mr. Evins. Under the policy which my colleague, Mr. Yates, re- 
ferred to earlier, staff level cases can be closed if there is no disagree- 
ment about them; is that correct ? 

Mr. Granpey. That is correct if the Bureau of Investigation han- 
dles the investigations. 

Mr. Evrys. Of course, the Commission could inquire into any action 
at any time and call it to their attention. 

Mr. Granpey. Yes, sir; that is true. 

Mr. Evrns. Is the largest workload of the Commission being set- 
tled without reaching the Commission today through compliance and 
through the stipulation procedure? Is the bulk of the work being 
handled by stipulation; that is, in number of cases? 

Mr. Graney. I think not, Congressman. The number was 104 for 
last year and 74 this year. That does not represent the bulk of the 
Commission’s casework. 

Mr. Evins. I was trying to determine if the work of your Division 
is on the increase and you ‘indicated earlier, I believe, that it was. 

Mr. Granpry. It has been returned to the 1952, 1953, and 1954 level. 

Mr. Evins. But it still does not represent the bulk percentagewise 
of the cases coming before the Commission ? 

Mr. Granvey. The total number of deceptive practice complaints 
in the fiscal year 1955 was 125 compared with 104 stipulations. 


FIELD OFFICES 


Mr. Evins. Mr. Babcock, I believe you testified recently that you 
had 12 people in your Cleveland office and only 1 investigator. Is 
not your staff there a little heavy for only one investigator ¢ 

Mr. Bascock. The investigator I spoke of prev iously is a man who 
inspects wool; he is not an examining attorney. 

Mr. Evins. Did I understand you to say, or did I hear you testify 
that you had 12 people in your Cleveland office and 1 investigator ? 

Mr. Bascock. We have 7 attorneys and 1 investigator for wool and 
the rest of them are clerical people. 

Mr. Parrisu. There is one investigator who is not an attorney, who 
handles wool. 

The attorneys are the regular investigators. 

Mr. Evins. That should be so indicated. 

The previous testimony on this subject, I believe, was that you had 
12 on the staff in Cleveland and only 1 investigator. 

Mr. Bazcock. That would make 13? 

Mr. Evins. But you have more investigators than one, in the Cleve- 
land office; do you not? 

Mr. Bascock. Yes; we have 7 of them, 7 lawyers, who are investi- 
gators. 

IMPROVEMENT IN THE PROCEDURAL PROGRAM 


Mr. Putturres. I wanted to join Mr. Evins and Mr. Yates in their 
comments on the improvement in the procedural program of the 
x ederal Trade Commission. I think you have gone through a reor- 

ganization of some importance, I would say, in your general proce- 
as al policies, and that you are now moving rapidly “toward what 
the subcommittee has wanted to see for some time. 

That does not mean that we do not want this to continue, you know. 

Now, I have 1 or 2 other questions, or 1 or 2 other comments. 





1335 
CHANGE IN TYPES OF MERGERS 


One of them has to do with the comment, Mr. Chairman, which | 
read from the Commission’s hearings or report, to which Mr. Evins 
referred indirectly, on the change in the type of mergers. 

Along the turn of the century, we had financial mergers with the 
desire of producing larger companies to issue more stock, the objective 
being almost entirely financial gain. 

Then we had one later on, and I for get how you designated that one, 
but as I recall it, you designated that as the managerial type of merger 
in order to acquire a wider field in which to operate or perhaps to 
acquire campanies for tax losses, or to balance an industry's produc 
tion, and I think that is very interesting. 

Would you like to say anything more on that, or does that cover 
the subject ? 

Mr. Gwynne. I think you have covered it pretty well, Mr. Phillips. 
It is set out in more detail in the merger report which the Commission 
issued. 

Mr. Puitiies. Did you send one of those to me ? 

Mr. Gwynne. Yes. 

Mr. Tuomas. Repeat itagain. It is worthwhile summarizing. 

Mr. Gwynne. I think we more or less concede that the motive back 
of present-day mergers is somewhat different than back at the turn 
of the century. Many of those were the result of some kind of finan- 
cial wizardy and had to do with stocks and bonds to make a quick 
profit, and you might say they were bankers’ mergers. 

The present- day mergers, as you suggest, are managerial, and they 
are done by companies who think their competitive position will be 
improved by the mer ger. 

In the report, there is listed the reasons given by the people merging, 
and you will find that one of the import: unt ones is the acquisition of 
new facilities. 

Here is a company that is growing and instead of going out and 
building a new plant, they buy a plant. 

Mr. Puiturrs. With our tax structure and the heavy penalties in 
taxes which are imposed both on individuals and corporations today. 
some of these mergers were set up to meet those situations / 

Mr. Gwynne. I think it has something to do with it. 

On this tax angle, I know of one case where one company had a tax 
loss and it made it look good to merge with some other corporation. 

Mr. Pritiips. Is that covered in your report ? 

Mr. Gwynne. Yes. You will find some reference made to that, too. 

Mr. THomas. What about that second period, though, from 1930 
on. Your first group was capitalization of stocks and bonds other than 
managerial mergers. What was the cause of the second group in 1930 / 

Mr. Gwynne. I do not think we have ever undertaken to char- 
acterize that group, Mr. Chairman. 

Mr. Puimutrs. What did you call that second category of mergers ? 

Mr. Gwynne. I would say that a lot of those mergers, without 
having made any particular study of that particular phase of it, had 
to do with finances, finances back in those days, probably, not to as 
creat an extent as the first we had, but certainly the third group we 
have has to do with management largely. That is an interesting 
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matter to consider, but the law does not concern itself much with 
motives, it is results. 

Mr. ‘Thomas. Gentlemen, thank you. It is nice to see you, and it is 
always nice to do business with you. 

Gzood luck to you. 


Fripay, Fresruary 10, 1956. 
GENERAL ACCOUNTING OFFICE 
WITNESSES 


JOSEPH CAMPBELL, COMPTROLLER GENERAL OF THE UNITED 
STATES 

FRANK H. WEITZEL, ASSISTANT COMPTROLLER GENERAL OF THE 
UNITED STATES 

ROBERT F. KELLER, ASSISTANT TO THE COMPTROLLER GENERAL 

KARNEY A. BRASFIELD, ASSISTANT TO THE COMPTROLLER 
GENERAL 

JOHN F. FEENEY, ADMINISTRATIVE OFFICER 

E. L. FISHER, GENERAL COUNSEL 

WALTER F. FRESE, DIRECTOR OF ACCOUNTING SYSTEMS 

LAWRENCE J. POWERS, ASSOCIATE DIRECTOR OF ACCOUNTING 
SYSTEMS 

ELLSWORTH H. MORSE, JR., DIRECTOR OF AUDITS 

KIRT W. JOHNSON, ACTING CHIEF OF INVESTIGATIONS 

HARRELL 0. HOAGLAND, DIRECTOR, TRANSPORTATION DIVISION 

A. BANKS THOMAS, DIRECTOR, CLAIMS DIVISION 

THOMAS F. FLYNN, DIRECTOR OF PERSONNEL 

HERSCHEL J. SIMMONS, CHIEF, BUDGET AND FINANCE BRANCH 


SALARIES AND EXPENSES 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 
Program by activities 

1. Office of the Comptroller General $237, 522 $307, 000 $308, 500 
2. European branch 601, 700 684, 400 818, 500 
3. Office of investigations ‘ 1, 847, 979 2, 216, 000 2, 178, 000 
4. Accounting systems division 835, 491 966, 000 979. 200 
5. Office of administrative services 1, 349, 617 , 476, 100 , 468, 500 
6. Claims division , ; 3, 831, 268 , 006, 500 | 3, 964, 400 
7. Transportation division ie 6, 347, 993 ), 592, 500 6, 449, 400 
8. Division of audits bt 15, 027, 972 330, 000 16, 811, 500 
¥Y. Division of personnel r 276, 369 318, 000 319, 000 
10. Office of the general counsel , 104, 980 , 284, 500 , 284, 000 


Total obligations : 31, 460, 891 34, 181, 000 34, 581, 000 
Financing: Unobligated balance no longer available . 520, 109 p 


Appropriation 31, 981, 000 31, 981, 000 34, 581, 000 
Proposed supplemental due to pay increases pe eS 2, 200, 000 |..-.. ; as 
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Obligations by objects 


Object classification 55 actual 1956 estimate 


Total number of permanent positions 5, 947 6, 010 
Average number of all employees 5, 803 5, 831 
Number of employees at end of year 5, 764 5, 840 


A verage salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Personal services: 
Permanent positions $29, O38, 026 $31, 382, 700 31. 678. 400 
Positions other than permanent 5, O48 31, 000 31, 000 
Regular pay above 52-week base 7, 70 120, 700 
Payment above basic rates 3, 781 125, 600 150, 600 


Total personal services 29, 265, 455 31, 660, 000 000 
Travel O85, 881 1. 300. 000 1. 500. 000 
Transportation of things , 366 96, 500 06. 500 
Communication services ‘ 57,115 165, 000 160, 000 
Rents and utility services f 216, 966 210, 000 10, OCO 
Printing and reproduction 19, 160 125. 000 115. 000 
Other contractual services 31, 697 168, 000 70, 000 

Services performed by other agencies 37, 250 155, 000 8, OOO 
Supplies and materials ; 7, 547 200, 000 20), COO 
Equipment 2, 440 75, OOO 75, 000 
Pensions, annuities, and insurance claims . 500 17, 500 17. 300 
Refunds, awards, and indemnities. 3, 983 4, OOO Ta 
Taxes and assessments 31, 531 5. OOO 5 MW) 


Total obligations 31, 460, 891 34, 181, 000 34. 581, 000 


Budget authorizations, expenditures and balances 


1955 actual 1956 estimats 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation . $31, $31, 981, 000 : 5 OOO 
P roposed supplement: il due to. pay increases 2, 200, 000 
Obligated balance brought forward 1, 957, 786 000 


Total budget authorizations available j 33, 274. 506 36, 138, 786 36. 381. 000 
EXPENDITURES AND RALANCES 
Expenditures 
Out of current authorizations 29, 04. 75 40, 351. 000 : 1. 000 


Out of anticipated supplemental appropriation 2, 030, 000 70, OOO 
Out of prior authorizations 2 5 1, 957, 786 ] 0, OOO 
Total expenditures 30, 755, 901 34, 338. 7 681. 000 
Balance no longer available 
Unobligated (expiring for obligation 
Other 
Obligated balance carried forward. , 957, 7 4 ( 700, OOO 


Total expenditures and balances 33, 274, 5 36, 138, 7 36, 381, 000 


Mr. Tuomas. The committee will please come to order. 

We have with us this morning the General Accounting Office. We 
are certainly delighted to see so many of our old frie nds ag v7 It is 
2 pleasure at all times to have the distinguished Comptroller General, 
Mr. Campbell, and the Assistant Comptroller General, Mr. Frank 
Weitzel, and the two Assistants to the Comptroller General, Mr. 
Robert F. Keller and Mr. Karney A. Brasfield; Mr. John F. Feeney, 
Administrative Officer; Mr. E. L. Fisher, General Counsel: Mr. 
Walter F. Frese, Director of Accounting Systems, one his associate, 
Mr. Lawrence J. Powers; Mr. Ellsworth H. Morse, Jr., Director of 
Audits; Mr. Kirt W. Johnson, Acting Chief of i veabtiskiaan’ Mr. 
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Harrell O. Hoagland, Director of the Transportation Division; Mr. 
A. Banks Thomas, Director of the Claims Division; Mr. Thomas F. 
Flynn, Director of Personnel; and Mr. Herschel J. Simmons, Chief 
of the Budget and Finance Branch. 

May I say this is the best budget that I have seen coming from the 
General Accounting Office at any time. It certainly is well done and 
one of the best we have seen from any agency. 

General Campbell, it is always nice to have you with us and if you 
have a statement we will be delighted to hear from you as long as you 
care to talk. 

GENERAL STATEMENT 


Mr. Campseti. Thank you, Mr. Chairman. 

We ee, the opportunity of appearing before you to discuss 
the work of the General Accounting Office and our budget estimates 
for the 1957 fiscal year. We hope that the justifications of estimates 
which have been furnished to your committee give you a sufficiently 
detailed picture of our work and our personnel needs. 

During the 14 months during which I have been Comptroller Gen- 
eral I have examined our operations closely. I am convinced that the 
organization and operating plans of the General Accounting Office 
are generally well suited to the functions and responsibilities of the 
Office. However, I believe that our operations can be further 
strengthened by improved coordination in our accounting and audit- 
ing relationships with the executive agencies, and by more emphasis 
on the development of accounting and auditing policy and the con- 
sistent application thereof in our daily work. In order to bring about 
these improvements in our oper ations, and at the same time permit 
more effective use of our personnel, we have underway a realinement 
of some of our work. 

ae changes we are making are in the accounting and auditing 
areas. In simple terms, we are taking two steps. First, we are com- 
itesioae our day-to-day work in the accounting systems and the audit- 
ing fields. The work has been handled by 3 separate organizational 
units—the Accounting Systems Division carrying out accounting 
systems work and the Divi ision of Audits perfor ming the audit work, 
Second, we are breaking the combined accounting and auditing work 
into two groups. These are the Defense Acc ounting and Auditing 
Group and the Civilian Accounting and Auditing Group. This sec- 
ond step will enable us to bring about more effective management of 
our work in each of the respective areas, and to place a greater em- 
phasis on the audit of defense activities than has been the case in the 
past. 

We will also have a highly specialized staff group for accounting 
and auditing policy and governmentwide fiscal procedures. This 
staff will be ‘responsible for the accounting principles and standards 
developed for the guidance of executive agencies, auditing policy and 
practices of the General Accounting Office, and the development work 
required to evaluate the feasibility of electronic processes for given 
fiscal operations. Two additional staff units are planned. One will 
be for staff management and will have an overall responsibility for 
the improvement of the quality and size of our staff available for 
accounting and auditing activities, including training and work as- 
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signments. Another will provide centralized administration of our 
regional accounting and auditing oflices 

In bringing about the realinements mentioned, we want to make it 
clear that no basic change in accounting and audit policy is con- 
templated. Our present ‘approach to audit will continue, with em- 
phasis on the constructive aspect of our reporting. Similarly, 
cooperative accounting systems work will be vigorously continued, 
with emphasis on the review and evaluation of existing systems. 

We will also continue our efforts to strengthen our legal, investiga- 
tions, claims, and transportation audit work. 


BUDGET ESTIMATES 


For the 1957 fiscal year we are requesting an appropriation of 
$34,581,000. Of this amount, $31,860,000 is for salaries. This is an 
increase of $900,000 over the amount we expect to spend for salaries 
during the fiscal year 1956. We originally estimated a 1956 salary 
cost of $ 29,460,000. ‘onsidering this estimate in relation to the pay 
increase gr anted by the Congress last year, a supplemental appropria- 
tion of $9,900,000 for 1956 was believed to be necessary at the time 
our budget estimates for 1957 were prepared and submitted to the 
Bureau of the Budget. To date, we have not been able to recruit the 
number of qui alified auditing personnel we need and, consequently, 
our request fora suppleme ntal appropriation for 1956 has been revised 
downward to $1,500,000. Assuming a supplemental appropriation 
for the amount requested is granted, our salary cost for 1956 will be 
$30,960,000. The estimates you have before you have been amended 
to show a reduction in the proposed supplemental appropriation for 
1956. See page 8—A of the justifications. 

As indicated, we have not been able to recruit a sufficient number 
of qualified auditors. However, we have been making intensive efforts 
to improve the situation. We have had many meetings with repre- 
sentatives of some of our top colleges and universities, and have con- 
sulted with some of the leaders of the acocunting profession. In addi- 
tion, we have had extensive negotiations with the Civil Service Com- 
mission in an effort to make recruiting, particularly at the college 
level, fit into the present employment situation. There is a shortage 
of qualified accountants in private business and in the Government. 
In order to compete for those people who become available at the 
college level, and otherwise, the Government must make its employ- 
ment techniques and procedures and its employment opportunities 
compare favorably with those of private business. We believe this can 
be done and that the forces we are placing into motion will produce 
results. 

Our estimates include $2,721,000 for miscellaneous expenses. This 
amount is a net increase of $200,000 over the amount available to us 
for 1956. We need small increased amounts for group life-insurance 
payments and for administrative support of the European branch. 
We estimate that lesser amounts will be needed for penalty mail and 
for printing and reproduction. Our net increase over 1956 is for 
travel. As you know, for the most part our audit and investigative 
uctivities are perfor med at the site of agency operations which require 
considerable travel no the part of our personnel. If we are to maintain 
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and extend our program of decentralized audit and investigative activ- 
ities and take into consideration the enactment of P ublic Law 189, 
approved July 28, 1955, which, among other things, increased the 
maximum per diem allowance for Government employees from $9 to 
$12, we believe that the increase in travel money we are requesting 
is absolutely essential. 

ACCOUNTING 


During the past year our accounting system’s work has continued 
to further the objectives of the joint program of the Treasury, the 
Bureau of the Budget, and the General Accounting Office to improve 
accounting in the Federal Government. Work has been done on the 
development of overall accounting principles and standards. In ad- 
dition, cooperative work with individual agencies of the Government 
has resulted in many simplifications and savings and in improved indi- 
vidual agency accounting systems. The seventh annual progress re- 
port under the joint accounting improvement program has recently 
been issued. We think that the material presented in the report bears 
out our belief that there is a real effort being made in practically every 
agency of the Government to improve budgeting, accounting, and 
financial reporting. 

In systems work I wish to mention the rapid developments now 
being made in the field of electronic processing systems for account- 
ing and other office operations. It is of utmost importance that the 
Government keep abreast of new developments in the field in order 
that consideration can be given to the use of any new processes in 
Government operations. Our consideration will, of course, be on an 
impartial and critical basis, and with a view to economy. 


In the electronic processing field, we have worked jointly with the 
Treasury Department and the Bureau of the Budget in the develop- 
ment of an electronic data processing system to handle the check- 
accounting operations of the Government. The new system will result 
in direct savings to the General Accounting Office totaling about 
$1,700,000 annually. These savipes will begin to accrue in the 1958 
fiscal year. 


AUDIT 


In the general audit area we feel that we are making substantial 
headway. notwithstanding the critical shortage of qualified auditors. 
During the calendar year 1955 we made 107 audit reports to the Con- 
gress, or its committees, and 200 audit reports to officials of depart- 
ments and agenc ies. 

Collections from our general audit work for the year ended June 30, 
1955, totaled $9,816,000. However, the full effect of our work cannot 
he measured on the collection basis alone. For example, during a sur- 
vey of procurement practices of the Army Ordnance Corps, encom- 
passing a review of more than 700 negotiated contracts, involving 
expenditures of $9,700 million, many weaknesses and questionable 
practices were brought to the attention of administrative officials. 
Corrective actions were taken and tangible savings in excess of 
52,700,000 were realized. . | 

As another example, during our review of Air Force procedures for 
determining aircraft engine requirements it was indicated that the Air 
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Force had substantially overprocured on two series of J-47 engines 
still in production, and that arrangements were being made for the 
procurement of 165 additional engines of another series for the mutual 
defense assistance program, although excess engines of a similar series 
were available. The indicated condition was taken up immediately 
with an Assistant Secretary of the Air Force, and as a result there was 
a cutback of 1,633 engines already under contract. The Air Force 
estimated that savings of $50 million to $60 million resulted from this 
action. Additional savings of $10 million resulted from a decision 
to abandon the purchase of the engines for the mutual defense assist- 
ance program. 

For the fiscal year 1957 we have budgeted for a net increase of 154 
auditors. 

INVESTIGATIONS 


Our investigations office performs an important part of our work. 
It covers specific investigations of alleged improper activities and con 
ducts inspections and surveys. In addition, the office carries out many 
of the requests made by congressional committees for investigations 
or surveys in partic ular fields. For the year ended June 30, 1955, the 
Office of Investigations made 445 reports of inspections and investi 
gations, 40 of which were submitted to congressional committees or 
Members of C ongress, by request; 229 reports concerned allowances 
to military personnel. x: umples of some of our investigations cases 
may be found on pages 40 to 78 of the budget justifications. 

During the past few months we have been reevalu: ating our investi- 
gative processes with a view to strengthening our work in this field. 


TRANSPORTATION AUDIT 


The audit of payments made by the Government for transportation 
continues to be one of our largest activities. The volume alone is 
somewhat staggering, but our rate of progress is satisfactory in most 
respects. During the fiscal year 1955 our backlog on current audit 
work increased, ‘but we anticipate improving this situation just as 
soon as our program of reaudit of World War II transportation 
payments is completed. We expect the reaudit program to be sub- 
stantially completed in the next few months. During the year ended 
June 30, 1955, our Transportation Division made collections in the 
amount of $38,512,000. In addition, we furnished rate information 
to other Government agencies in 87,000 instances, and handled 55,000 
transportation claims. 


CLAIMS 


For the 1957 fiscal year we do not contemplate any overall change 
in our Claims Division personnel. However, adjustments will be made 
in some of our work. Due to legislation which became effective 
January 1, 1956, governing the payment of amounts due deceased 
military personnel and legisl: ation now under consideration by the 
Congress which will simplify the payment of amounts due claimants 
from lapsed appropriations, we expect that the number of claims 
against the United States to be handled by the General Accounting 
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Office will be substantially reduced. However, we will use any avail- 
able personnel to assist in reducing the number of claims we have 
on hand involving amounts owed to the United States. At present 
we have 159,000 cases in this latter category. During the fiscal year 
1955, our collections resulting from claims-settlement and debt-col- 
lection activities totaled $6,015,000. 


EUROPEAN BRANCH 


During the past year we have given close attention to our European 
Branch, and we are convinced that our activities in that area are be- 
coming increasingly effective. Emphasis has been placed upon reviews 
of military activities which are extremely significant from the stand- 
point of dollars expended, principally ‘offshore procurement under 
the mutual defense assistance program and military supply activities. 
However, there are many other areas which should receive attention. 
Mr. Weitzel, the Assistant Comptroller General, has just completed 
an extensive study of our European Branch, and he will discuss the 
work being done in more detail if you desire. We are convinced that 
a minimum of 58 people is required in our European Branch in order 
to provide better coverage of the many and varied activities of the 
Government in that area. We are requesting funds for this number 
of positions for 1957. 


ASSISTANCE TO CONGRESS 


During the year ended June 30, 1955, we submitted 789 reports to 
the Congress, its officers, and its committees on legislative and other 
matters. During the first session of the 84th Congress, about 35 mem- 
bers of our staff were assigned to committees for varying periods of 
time in response to committee requests. Also, on numerous occasions 
our repr esentatives appeared before committees to testify on proposed 
legislation and other business of the committees, and participated in 
many conferences with committee staff personnel. 

It is our responsibility to render as much service as possible to the 
Congress. You may be assured that we will make every effort to 

carry out this responsibility to the fullest extent possible. 

We will be glad to answer any questions you may have. 

Mr. THomas. That isa very fine, comprehensive, and understanda- 
ble report, very nice; a good statement. 


REORGANIZATION OF THE GAO 


At this point in the record we will insert the information con- 
tained in the letter, we will call it, of the ¢ vomptroller General which 
deals with the reorganization that General C ampbell has undertaken 
in the General Accounting Office. 

(The letter referred to follows: ) 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, November 30, 1955. 


OUTLINE OF PLANNED CHANGES IN ORGANIZATION AND OPERATIONS 


A. Introduction and general comment 
Experience during the past year has convinced me that our organization 
and operating plan are generally well suited to the functions and responsi- 
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bilities of the Office. It is my belief that our operations can be further 
strengthened by improved coordination in our accounting and auditing rela- 
tionships with the executive agencies and by more emphasis on the devel- 
opment of accounting and auditing policy and the consistent application 
thereof in our daily work. Also, I feel there should be a sharper distine- 
tion between staff and operations. This will permit more effective utiliza- 
tion of personnel and, at the same time, will lessen the unduly heavy burden 
being carried by some members of the organization. 

No basic change in accounting and auditing policy is contemplated. Our 
present approach to audit will continue, with added emphasis on the con- 
structive aspect in our reporting. Similarly, cooperative accounting systems 
work with the agencies will be vigorously continued, with added emphasis 
on the constructive review and evaluation of existing systems. 

Continued effort will be directed toward strengthening all facets of the 
work of the Office, including investigations, claims, transportation, legal, Eu- 
ropean Office, ete. However, the changes discussed herein pertain primar- 
ily to my immediate office and the accounting and auditing area of operations. 
B, Comptroller Generals Office 

To aid the Comptroller General in directing the total activities of the Of- 
fice, it is believed that a functional arrangement will yield the greatest re- 
sults. Accordingly, the following functional areas will be established for 
purposes of carrying out the general supervision of the Office: 

1. Legal work carried out in the Office of the General Counsel; 
2. Legislative liaison, general administration, investigations, claims, 
and transportation; 

3. Accounting and auditing. 

The Assistant Comptroller General will continue to perform the duties 
assigned to him by the Comptroller General and, of course, during the ab- 
sence of the Comptroller General, all matters pertaining to the operation of 
the Office will be taken up with him. 

The General Counsel and the assistants to the Comptroller General will be 
responsible for assisting the Comptroller General in carrying out his duties. 
This arrangement does not cut off the division chiefs and heads of offices from 
direct contact with the Comptroller General. It is intended to strengthen the 
working relationships between the groups carrying out the respective programs 
of the Office. The assistants to the Comptroller General and the General Coun- 
sel will keep the Comptroller General and each other informed on all major 
matters in their respective areas of responsibility in order to bring anout a more 
cohesive direction to our total effort. Coordination work in connection with 
reports and other activities will be shared by the assistants to the Comptroller 
General and the General Counsel, along with the staff groups. 


C. Legal work 


This segment of the work will continue to be the responsibility of the General 
Counsel who will report to the Comptroller General. 


D, Legislative liaison, general administration, and specialized functions 

The Office of Investigations, Claims Division, Office of Administrative Services, 
Division of Personnel and Transportation Division, will continue as heretofore, 
except that the assistant to the Comptroller General assigned to aid the Comp- 
troller General in carrying out his responsibilities of supervision in this ares 
will maintain a close working relationship with each division and coordinate 
the carrying out of the work of the divisions with the total program of the Office. 

The Office of Legislative Liaison will be under the immediate supervision of 
an assistant to the Comptroller General. The office will continue to carry out 
the duties of congressional liaison and related matters previously performed 
by the Office of the Assistants to the Comptroller General, and will carry out such 
special assignments as may be made from time to time. The Office of Legislative 
Liaison will continue to review audit and investigation reports prepared for 
submission to Congress for matters of legislative policy. 
A. Accounting and auditing 

‘The changes in organization and operations under discussion are more imnmr- 
tant in the accounting and auditing area and, therefore, are discussed more fully. 
The following groups will be established with the functions described under each, 
she exact title of each group to be worked out in a manner later provided for. 
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1. Accounting policy and procedures.—This function will include the develop- 
ment of accounting principles and standards for the executive agencies, including 
appropriate emphasis on internal control, and the staff responsibility for govern- 
mentwide procedures of an accounting or fiscal nature. 

2. Auditing policy and practices:—This function will include the development 
of auditing policy and practices including staff responsibility for aiding in devel- 
opment of the internal audit function in the executive agencies. 

3. Defense Group.—4. Civilian Group.—These groups will be the primary 
operating vehicles to carry out the responsibilities of the Office for accounting 
and auditing activities on an integrated basis in each of the executive agencies. 

5. Staff management for accounting and auditing.—This group will have the 
overall responsibility for an aggressive effort to improve the quality and size of 
the staff available for accounting and auditing activities, including training and 
work assignments. Its functions are primarily staff management in character 
and will not include functions assigned to the Division of Personnel. 

6. Field operations.—This group will include the accounting an audit personnel 
in the field offices and will provide the necessary central office supervision and 
direction of such activities from an administrative standpoint. 

The foregoing groups constitute a combination of staff and operating organi- 
zations designed to achieve Inaximum effectiveness with a minimum of personnel 
in each instance. The accounting policy and the auditing policy groups will 
necessarily work together very closely in making their contribution to the staff 
direction of the two operating groups. The two policy groups will participate 
with the assistant to the Comptroller General assigned to the accounting and 
auditing area in reviewing proposed work programs of the operating groups; 
will review audit reports for consistency with accounting and auditing policy ; 
and, will otherwise assist in carrying out the staff functions. The operating 
groups will be directly responsible for developing work plans and audit programs 
designed to obtain the most effective coverage possible within the resources 
available to the Office. Particular emphasis will be devoted to the coordination 
of audit and systems work on an agency basis. Audit functions now being per- 
formed on a centralized basis will be a part of the responsibility of the respective 
group, With those not subject to separation on that basis, if any, being assigned 
to the civilian group. 

There is a recognized need for a small group of highly skilled methods and 
procedures personnel to work on specific problems in that field, many of which 
have governmentwide implications. Moreover, the highly specialized qualifica- 
tions necessary to participate in the technical developments dealing with elec- 
tronics make desirable a central staff group for this area. This group will be a 
part of the accounting policy and procedures staff although effective means of in- 
tegrating this work with the respective operating group is essential in each in- 
stance in order to achieve the advantages of a coordinated agency staff approach 
in carrying out our work. 

The necessity for emphasizing the recruitment and training of accounting and 
auditing personnel makes desirable the setting up of this area as one for special 
attention, It seems evident that increasing the quality and numbers of the staff 
will be based primarily upon bringing in personnel at the entrance level for the 
foreseeable future although every effort will continue to be made to recruit at all 
levels. This group will, of necessity, work very closely with the entire account- 
ing and auditing area. To be effective, it must follow through from an assign- 
ment standpoint in each of the staff and operating groups. 

Under the organization and operation plan discussed herein, it is essential that 
the field operations be available to each of the operating groups and, thus, single 
administrative direction is desirable as well as the opportunity presented for 
a more effective spreading of the workload at the top supervisory level. 

F. Placing changes into effect 

1. Organization charts and definitive statements of functions and duties will 
be developed as soon as possible with the participation of those concerned. 

2. Personnel assignments will be coordinated with organizational develop- 
ments, along with provision for orderly transition. 

3. The revision of more detailed instructions such as Comptroller General's 
orders, ete., will follow as necessary. 





1345 


G. Personnel designations 
1. Legal work: E. Lyle Fisher, General Counsel. 
2. Legislative Liaison, General Administration and Specialized Functions: 
Robert F. Keller, assistant to the Comptroller General. 
Office of Legislative Liaison: Robert F. Keller. 
Office of Investigations: K. W. Johnson, Acting. 
Claims Division: A. Banks Thomas. 
Transportation Division: H. A. Hoagland. 
Office of Administrative Services: J. F. Feeney. 
Division of Personnel: T. A. Flynn. 
3. Accounting and Auditing: Karney A. Brasfield, assistant to the Comptroller 
General. 
Accounting Policy and Procedures: W. F. Frese. 
Audit Policy and Practices: E. H. Morse, Jr. 
Defense Group: L. A. Powers, Deputy; W. A. Newman, Jr. 
Civilian Group: R. L. Long, Deputy; S. B. Savage, Jr. 
Staff Management for Accounting and Auditing: 
Field Operations: John E. Thornton. 
4. European Office: Charles M. Bailey. 
Additional designations of personnel in the accounting and auditing area will 
be issued as a supplement to the above list as promptly as plans permit. 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Tuomas. It might be well to insert in the record the personnel 
designations that have been made: 

Legal Work: E. Lyle Fisher, General Counsel. 

Legislative Liaison, General Administration and Specialized Func- 
tions: Robert F. Keller, assistant to the Comptroller General. 

Office of Legislative Liaison: Robert F. Keller. 
Office of Investigations: K. W. Johnson, Acting. 
Claims Division: A. Banks Thomas. 
Transportation Division: H. A. Hoagland. 

Office of Administrative Services: J. F. Feeney. 
Division of Personnel: T. A. Flynn. 

Accounting and Auditing: Karney A. Brasfield, assistant to the 

Comptroller General. 
Accounting Policy and Procedures: W. F. Frese. 
Audit Policy and Practices: E. H. Morse, Jr. 
Defense Group: L. A. Powers, Deputy; W. A. Newman, Jr. 
‘ivilian Group: R. L. Long, Deputy; S. B. Savage, Jr. 
Staff Management for Accounting and Auditing : That is blank. 
Field Operations: John E. Thornton. 

European € Iie Charles M. Bailey. 

I read: with much interest the statement on your operations and 
headaches in the Pacific section, and later on we would like to go into 
that with you in more detail. 

Mr. Campse.tuL. May I make one correction, Mr. Chairman ? 

Mr. Tuomas. Did I read it wrong? 

Mr. Campsett. No. There is one correction which has been the 
result of a change in our organization. The accounting policy and 
procedures group and the audit policy and practices group have been 
combined. Mr. Frese will ‘niin the combined group. Mr. Morse 
will be in charge of the civilian auditing and accounting group. 

Mr. Tuomas. Has this position, staff management for accounting 
and auditing, been filled ? 

Mr. Campset. It has not been filled yet. 


2350—56—pt. 2 25 
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PROGRAM AND PERFORMANCE 


Mr. Tuomas. I think it might be well to insert pages 1 and 2, “Pro- 
gram and performance.” It is historical and informative and very 
good. 

(The material referred to follows :) 


PROGRAM AND PERFORMANCE 


The estimates for the fiscal year 1957 reflect the expansion of the work program 
to more complete coverage of our widespread auditing and accounting activities 
and certain changes in fund requirements for personal services and other classes 
of expenditures necessitated by legislation and changes in internal operations. 

A comparative summary of amounts requested and the financing required 
for fiscal years 1956 and 1957 is set out by organization on page 9. 

Contemplated organizational improvements designed to strengthen all areas 
of the General Accounting Office are best explained by quoting from a statement 
of the Comptroller General dated November 30, 1955, under the heading “Outline 
of Planned Changes in Organization and Operations” : 

“Experience during the past year has convinced me that our organization and 
operating plan are generally well suited to the functions and responsibilities of 
the Office. It is my belief that our operations can be further strengthened 
by improved coordination in our accounting and auditing relationships with tie 
executive agencies and by more emphasis on the development of accounting and 
auditing policy and the consistent application thereof in our daily work, Also, 
I feel there should be a sharper distinction between staff and operations. This 
will permit more effective utilization of personnel and, at the same time, will 
lessen the unduly heavy burden being carried by some members of the organiza- 
tion. 

“No basic change in accounting and auditing policy is contemplated. Our 
present approach to audit will continue, with added emphasis on the constructive 
aspect in our reporting. Similarly, cooperative accounting systems work with 
the agencies will be vigorously continued, with added emphasis on the construc- 
tive review and evaluation of existing systems. 

“Continued effort will be directed toward strengthening all facets of the work 
of the Office, including investigations, claims, transportation, legal, European 
office, etc. However, the changes discussed herein pertain primarily to my im- 
mediate office and the accounting and auditing area of operations.” 


PROPOSED PERSONAL SERVICES 


Mr. Tuomas. This chart relating to proposed personal services, fis- 
cal years 1956 and 1957, is always very fine. Let us put that in the 
record. That is page 3. 

(The chart referred to faces this page:) 


BRANCHES, REGIONAL, AND FIELD OFFICES BY DIVISIONS 


Mr. Tuomas. We will also insert in the record at this _— pages 4, 


5,6, and 7. That is a complete breakdown of the field activities in 
detail by Stateand by area. It speaks for itself. 


(The material referred to follows :) 








ULS. GENERAL ACCOUNTING OFFICE 


y PROPOSED PERSONAL SERVICE CHART 
FISCAL YEARS 1956 AND 1957 
























ESTIMATE ESTIMATE 
" 1957 
im sdnnin 
les COMPTROLLER GENERAL OF THE UNITED STATES $17,500 $17, S00 
ses ASSISTANT COMPTROLLER GENERAL 16,000 16,000 
ns. ay = 
$33, 0 $33, 
ed 
aS a 
nt 
ne 
nd - ‘- 
of 
ed - ——— 
nd bi OFFICE OF THE COMPTOLLER GENERAL EUROPEAN BRANCH OFFICE OF INVESTIGATIONS | 
Dn , 
; T 1987 
50 ; ESTIMATE 1968 SeTuA TS we? ESTIMATE 1956 ESTIMATE 1957 ESTIMATE 1956 MATE ‘08 
f STA Sa ESTIMATE 198 
re TOTAL TOTAL TOTAL TOTAL TOTAL reTas. roves, Tera votes, Teta . . | 
: . SALARY NO. SALARY a asnaiine | 
ill —_—_— —— — —-___ io. SAL NO SALARY NO. 8 SALARY 
: ‘ . — $298,600 rs) $397,650 62 $483,590 
a- ca SOUCT LAPSES na et 2 15,750 DEDUCT LAPSES 4 30,090 z74 $1,937,087 os 865 | oan 968 ~4 
| > of oUucT ‘ . I 
6 237,500 NET oe 239,000 as 381.900 NET se 453,500 identi 22.087 CEOUCT LaPeEs ; ' 
‘ur - 1,000 EXCESS OF 52 WEEKS - - - 1,800 EXCESSOF S2WeExs — “ 270 1,909,000 NET 
ve _ 5,000 INTERMITTENT EMP - 5,000 - 10,000 EDUCATION ALLOW a 10,000 —— a 
ith 36 $243,500 01 PERSONAL SERVICES 36 $244,000 es 115,000 Liv. @QTRS. ALLOW. — 140,000 27% $1,916,500 0! PERSONAL seRvices 26 51 063 808 
1¢- F 48 $508,400 0! PERSONAL SERVICES 58 $603 500 
ry 
rk s 
an en 
m- OFFICE OF ADMINISTRATIVE SERVICES CLAIMS DIVISION TRANSPORTATION DIVISION 
ESTIMATE 1956 ESTIMATE 1957 ESTIMATE 1956 ESTIMATE 1957 ESTIMATE 1956 me 
TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL a 
NO. SALARY NO. SALARY NO SALARY NO SALARY NO. SALARY 
307 $1,247,955 306 0=—s $1, 281,537 716 «$3,957,332 716 $3,932,446 1,405  $5.666 250 75 see oe 
iS- 7 27,955 OEDUCT LAPSES 6 21,537 16 72,332 DEDUCT LAPSES 16 79,046 ss 220.350 OEOUCT LAPSES - ‘ 
he 300 1,220,000 NET 300 1,230,000 700 3,685,000 NET 700 0: 3,853, 400 1,380 6,445,900 wer 128 . 
_ 4,600 EXCESS OF 52 WEEKS - = a 15,500 EXCESS OF 52 WEEKS - - ee 24.600 EXCESS OF 82 BEEK? 
300 $1,224,600 01 PERSONAL SERVICES 300 $1,230,000 700 $3,900,500 01 PERSONAL SERVICES 700 $3,853,400 1,350 $6,470,500 01 PERSONAL SERVICES ' & . 
Bi 
4, P DIVISION OF PERSONNEL - 
in GENERAL ACCOUNTING OFFICE SUMMARY 
ESTIMATE 1986 ESTIMATE 1957 
TOTAL TOTAL TOTAL TOTAL ESTIMATE 1986 ESTIMATE 198? 
' 
5 NO. SALARY NO. SALARY AVER NET AVER wey | 
. 57 $308, 470 Srvisioe OR OFFICE no SALARY “oO SALARY 
5,060 DEDUCT LAPSES 1 5,070 7 naaeeen aioe 
a OFFICE * THE COMPTROLLER GENERAL J $277,000 as Sz77 soc 
‘ NET «6 303, 400 EUROPEAN BRANCH “- 808 400 se 60.4 So 
. ° EXCESS OF 52 WEEKS OFFICE OF INVESTIGATIONS 270 1.9 16,500 2s! 1,063, 50x 
: UNIFORM ALLOW ACCOUNTING SYSTEMS DIVISION 100 908 000 100 906, 200 
ss el OFFICE F AOMINISTRATIVE SERVICES wo 1. 224,600 po 1. 239,000 j 
01 PERSONAL SERVICES CLAIMS DIVISION yoo 3,900, 500 700 3.653, 00 
TRANSPORTATION DIVISION 1,380 6.470, 900 1.328 6.377, 400 
DivisiOw OF AUDITS 276 14,907,000 2.0680 15, 290.500 
OlVISOK OF PERSONNEL Ss 303,000 we 30 4.000 
OF FICE OF THE GENERAL COUNSEL 178 1,244, 800 _™ 1, 244,000 
TOTAL 61 PERSOMAL SERVICES 5,631 531,446,000 5-3 531064, 000 | 









DUNTING OFFICE 


| SERVICE CHART 
1856 AND 1957 





ESTIMATE ESTIMATE 

1956 __Ws7 
STATES $17,500 $17,500 
16,000 16,000 
$33,500 $33, 500 


OFFICE OF INVESTIGATIONS 


ESTIMATE 1956 ESTIMATE 1957 
TOTAL TOTAL TOTAL TOTAL 
NO SALARY NO. SALARY 
274 $1,937,057 265 $1,869,963 
a 28.057 DEDUCT LAPSES 4 26 463 
270 1,909,000 NET 261 1,863,500 
- 7,500 EXCESS OF 52 WEEKS ~ _ 
270 $1,916,500 O1 PERSONAL SERVICES 261 $1,663,500 








———————_——_ 
TRANSPORTATION DIVISION 


ESTIMATE 1956 


ESTIMATE 1957 


TOTAL TOTAL TOTAL TOTAL 

NO SALARY NO SALARY 

405 $6.666,250 1,375 $6,542,729 

55 220,350 OCEDUCT LAPSES so 215,329 

1,350 6,445,900 NET 1,325 6,327,400 
_ 24,600 EXCESS OF 52 WEEKS — _ 


350 $6,470,500 0! PERSONAL SERVICES 1.325 $6,327,400 


a 





OFFICE SUMMARY 


EST MATE 1956 


ESTIMATE 1957 


VER NET AVER NET 

NO SALARY NO SALARY 

vy $277,000 38 $277,500 
Cd 508, 400 5a 603 500 
m7 1,916,500 261 1,663,500 
Yoo 908 000 100 906, 200 
wo 1,224,600 300 1,230,000 
m0 3,900, 500 700 3.653, 400 
Mo 6,470, 500 1,325 6,327, 400 
me 14,907,000 2,680 15,250,500 
“ 303,000 ae 304,000 
178 1,244,500 178 1,244,000 
4) $31,660,000 5,063 $31,060,000 


ACCOUNTING SYSTEMS 


ESTIMATE 1956 


TOTAL TOTAL 
NO SALARY 








107 $930,365 
7 ___ $1,665 DEOUCT LaAPsEs 
100 878,700 NET 


-- 3,300 EXCESS OF 52 WEEKS 
_ 26.000 INTERMITTENT EMP 


100 $908,000 01 PERSONAL SERVICES 100 





DIVISION 


ESTIMATE 1957 





TOTAL 
NO 


TOTAL 
SALARY 





107 $931,865 
7 51.665 


peeeeenmenseneneeslinsl 


100 880 200 


—_ 26,000 
$906 ,200 


DIVISION OF AUDITS 


ESTIMATE 1956 


ESTIMATE 1957 





TOTAL TOTAL TOTAL TOTAL 
NO. _ SALARY NO. SALARY 
2879 $15,468,105 2,965 $16,028,155 

6s 617,905 DEDUCT LAPSES 115 777,655 

2794 14,850,200 WET 2,850 15,250,500 
— 56.800 EXCESS OF 52 WEEKS _ - 

z794 $14,907,000 01 PERSONAL SERVICES 2,850 $15,250,500 










ESTIMATE 1956 
TOTAL TOTAL 
NO SALARY 
177 )~=—s- $1,251,650 
2 11,850 OEDUCT LAPSES 


1,238,800 MET 
4,700 EXCESS OF 52 WEEKS 


OFFICE OF THE GENERAL COUNSEL 


$1,244,500 ©! PERSONAL SERVICES 178 


ESTIMATE 1987 


a at TIES IE: 





TOTAL TOTAL 
NO SALARY 
177: $1,259,688 : 
2 15.685 } 
178 1,244,000 1 
$1,244,000 


sa 





Branches 
Cleve 
Den\ 
Indi 


Sul 
Regional 
city: 
Alas! 
Arin 


Calif 
] 


— 


Colo 
Flor 
Geo! 


Hawaii, 
Idah 
Tilin 
Ken 


Lou 
Mas 
Mic 


Min 
Mis 


Neb 
Nev 


Nev 
Obi 


Okl 
Ore 
Per 


Ter 


1347 


U. S. General Accounting Office branches, regional and field offices by divisions, 
number actually on rolls, as of Dec. 31, 1954 and Dec. 31, 1956 
































| Division of Office of Claims Division of Total 
Audits | Inventories} Division | Personnel —_ 
1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1054 | 1955 
Branches: | | 
Cleveland, Ohio 5 ; - 145 | 138 12 2 2 159 140 
Denver, Colo ; a 165 | 170 1 1 166 171 
Indianapolis, Ind i . St © Ge hancnse ‘ 57 66 2 2) 311 325 
Subtotal. - - -- 562 | 565 | ican 69 66 5 | 5 636 | 636 
Regional and field offices, State and | j | | 
city: i | | 
Alaska, Anchorage ----- eee acoel 1 | 2 3 2 | 4 
Arizona, Phoenix... 5 belt vacances wos 2 | 2 2 2 
California: 
Los Angeles__- — 49 | 43 | 5 | 5 54 48 
San Diego ‘ ii. 2 | 2 | 2 | 2 
San Francisco --| 46| 42 1] 12 | 687| 6&4 
Colorado, Denver Baa a 63 56 e3 8 | 71 64 
i Florida, Tampa aeons shee 3 3 | | 3 | 3 
| Georgia: | | | | 
Atlanta. . ee ee ee 65 54 11 | 14 ‘ | 76 68 
Augusta...... eereescese ecnenl 3 aac . - 3 
Hawaii, Honolulu jencitecnechinecscey! © : lacsdcafaccene|ucoccslocesecfecececs| © 
Idaho, Idaho Falls. ----- Saal eats fp ee eee: ’ ee 3 
Illinois, Chicago vides 62 | Si Msi Win... s L 73 66 
Kentucky: | 
Louisville. was - ieee 1 8 ERM : } 8 | 13 
Paducah. . — nena al 2 |... cai a ; ane 2 
Louisiana, New Orleans... -) Ot, eel a Mien eos i | 34] 36 
Massachusetts, Boston____....__| 41 | 43 9 | WP hadannaks : covalent 50 | 2 
Michigan: 
SN oe ee ain en bad “eT “SS 1...-..-1... ..| 46] 38 
Lansing _--- nee Aenea Rha ae bean ud baekslees exe 1 
| Minnesota, St. Paul_- ——— 28 | 21 a). 34... Seitnadineanech’  Saen 24 
Missouri: | 
"= 37 32 St Bi Ecansadtosancebes al caine 45 42 
aa | 28 | 29 | 3 | OD tiamanetce 31 31 
Nebraska, Omaha.-..-.--....---- dinudiobwast 2 | Oe tacdace svaktens oat 2 | 2 
New Mexico: 
AIDUGEOGNS.....2 02 -ccerecee =r S j..-.. BP iaceoclcna pene aa bvoemens 10 
Los Alamos............----- a eh denne tanmaaatneninn othiveiwnn Spiess 3 
NewYork, New York City..._. 98 95 17} 18 |-- ee --| 115} 113 
Ohio: 
SNES cncnncecdcenawoan eeasneal B Txesdgolicnm ‘ siondaec temas 1 
Ds, occ cthucsbusameahe 32 | 24 6 | se Pe eee 38 | 26 
Columbus. - -------- wanes rete ae | WW ihentamsheceesd de ee es 4 
ees 40 38 2 | PF dekencd tvtime edimiabuasio 42 41 
Toledo ee i ae a ees oe iD hivcwssloossnn iteipcaral Eitacheirae eco pmanaael 4 
Oklahoma, Oklahoma City nonnldieslib |---- “a 1 Tics 5a dic vie es oe 1 | 2 
Oregon, cues 28 | 22 | 3 | By tkdnnctincnccaleaeses Sincoeei 31 24 
Pennsylvania: | | 
SS ee hahinantisioaaiel 2 | Ee nmak tenendatakbinc tical 2 2 
I nai nicntileminaeia 54 | 53 | oe Piitaceaal ianodalewicnnad 61 | 60 
DN ceisccseneavsdanioracacs LS BRB sawed i hocinbah nea sk RA eaacencaeas baaadinn SN 2. | 10 
Tennessee: 
BG 8s in cencnneuaccastipeiseslonsuaies 2 | Bb jpccnse cttehitcamabeneedeal 2 | 1 
SE EE wesckitnneetcaweetnaowinnl 9 |------|-.--.-]-----. Recaeaa ee I aaa Belecnctoriiel W 
Texas: 
Os cingutdinkinnieksatie mini 49 46 6 | DT iciaeuelaeewsal  ianinptets Raniaaities | 55 55 
NG a ieee Dies Rimmesads 3 | DE isin aoe Daten | aientin 3 2 
Uteh: Galt Lake Oity...........}....... 1 ODay Seite Reais the: 2 5 
Virginia 
I icc ce Naa Ri Ul eel ic | 3 P idicioddsnncndbenessabenatel 3 5 
I cic ddvadéeceuteene 19 DP Edcscdhismidtnadias i cicnanliasne a lseaieidnie } 19 19 
Washington: | | 
Nc 405s Giseiinexteatliontadaeiie dracon aie S saceiecaliacat aia Re ieee 3 
a ee 44 | 39 7 7 | 51 46 
Washington, D. C. (fiekd)......-]......-|_....._- 17 | | 17 18 
IIS vatbissieccidssttidabates 1,422 | 1,400 | 170 | 5 | 1,666 | 1, 661 
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Recapitulation 





On rolls On rolls 
Dec. 31, 1954 Dec. 31, 1955 





Division of Audits ne 

Office of Investigations. _- 

Claims Division Sat bce sick 

Division of Personnel... ..._-- : 
Total 





FUNDS RETURNED TO FEDERAL TREASURY BY OR THROUGH EFFORTS OF 
GAO 


Mr. Tuomas. One comment is necessary here, and that is that the 
funds collected by the General Accounting Office every year are about 
50 percent more than the total administrative cost of the Office, but 
the collection of funds is not exclusively the main purpose of the 
Office by any means. It has shee functions which lead to savings far 
in excess of the $45 million or $50 million a year collected directly 
by the agency. 


SUMMARY OF BUDGET REQUEST 


We will insert in the record at this point the overall table on page 
8—-A. This gives you a bird’s-eye view for 1956 and 1957. 
(The matter referred to follows:) 
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Mr. Tuomas. This table, “Index of justification and summary of 
amounts requested,” gives the average number of employees, broken 
down into the various divisions, the salaries, and other expenses, for 
the 2 years, 1956 and 1957, and shows the increase or decrease. 

For 1956 you show total obligations of $31,981,000, and adding to 
that an adjusted figure of $1.5 million for pay increase you have an 
adjusted figure of $33,481,000 for 1956 against $34,581,000 for 1957, 
or an increase of $1,100,000 for 1957 over 1956. 

Personnelwise it looks like your overall figure for 1956 is 5,719 
against 5,863 for 1957, an increase of 144 employees for 1957 over 1956. 

How many positions do you have—actually filled this year. Do 
you have that information with you? 

Mr. Kewier. On January 31, 1956, we had 5,602. 


NUMBER OF AUDITORS AND ACCOUNTANTS 


Mr. Tuomas. What part of your total personnel for 1956 are 
auditors and accountants? 

Mr. BrasrieLp. We have 1,787 in the Division of Audits, and 76 
in the Accounting Systems Division, making a total of 1,863. 

Mr. Tuomas. A total of 1,863 in all divisions? 

Mr. BrasFiEtp. For the accountants and auditors. 

Mr. Tuomas. And that covers all divisions? 

Mr. BrasFiELD. That does not include the Transportation Division. 

Mr. Tuomas. Your Transportation Division is included in your 
overall figure, is it not? Let us have it wrapped up in one figure. 

Mr. BrasFiEevp. I will have to figure that. 

Mr. Tuomas. Give us a horseback opinion. What is your overall 
figure, Mr. Hoagland? We will add it to the 1,863. We just want 
the number of auditors and accountants. 

Mr. BrasFigtp. About 700 transportation auditors. 

Mr. Tuomas. In round figures that would be a total of 2,600 
accountants and auditors? 

Mr. BrasFietp. That is right. 

Mr. Tuomas. In other words, about 46 percent of the total employ- 
ment are auditors and accountants? 

Mr. BrasFietp. That is right. 

Mr. Tuomas. At this point will you give us a bird’s-eye view of 
your problem of recruitment in this field? You alluded to it in your 
general statement and you have some plans and have had some 
headaches. Summarize it right here, General Campbell. 

Mr. Campse.u. Mr. Chairman, Mr. Brasfield has been giving a 
termendous amount of time to that problem and I would like him to 
give you that information. ; 

Mr. Tuomas. All right, Mr. Brasfield. 


RECRUITING PROGRAM FOR AUDITORS AND ACCOUNTANTS 


Mr. Brasrievp. I think I could summarize the situation briefly 
like this: Going back to the change in the audit program, after World 
War II we had the situation of many people coming out of the military, 
young men who did not want to go back to their old jobs, and we had 
a very successful recruiting program. Since that time our recruiting 
difficulties have been greater. We have found it more and more 
necessary to recruit at the college level. We found our situation in 
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recruiting at the college level was worsened because our methods were 
such we could not compete with industry. 

Mr. Puiturps. Do you mean your methods or the methods of the 
Civil Service Commission? 

Mr. BrasrFieip. The methods we had to use under the Civil Service 
rules and regulations. We talked to various people in the colleges and 
others and got their advice and have since revised our program, under 
which we will undertake an aggressive campaign in the colleges in the 
first 3 weeks of March along this line: First we obtained the permis- 
sion of the Civil Service Commission to recruit without a written 
examination. 

Mr. Tuomas. That is important. In other words, you are not being 
hampered by the Civil Service Commission and they are more or less 
accepting your method of recruitment? 

Mr. BrasFievp. As of now. 

Mr. Tuomas. As you get going, have they shown any inclination 
to undo what you have done? 

Mr. Brasrietp. We have just obtained this agreement after 6 
months of negotiation and are still working out the details of our 
ratings and so on. 

Mr. Tuomas. But you think you will work out an agreement with 
the Civil Service Commission whereby you can use your own ideas 
and methods in recruiting? 

Mr. BrasFietp. They have agreed we can try it on our basis in 
this college year, wherein we are a little handicapped by being late, 
and 1 more year. 

Mr. Tuomas. That is fair enough. Go ahead. 

Mr. BrasFieLtp. The main problem was the written examination. 
In these days we are informed by our friends in the colleges that the 
better students—and our problem has been principally one of quality— 
that the better students are receiving 4 and 5 offers from industry 
early in the school year and we cannot meet the competition. This 
revised program will give us that opportunity. 

In addition, we are expanding our contacts with the colleges by 
communicating with the deans and instructors, and we have prepared 
a recruitment brochure which is receiving wide circulation, and we 
are having the local people build up a contact with the college people 
to make it a year-round contact. We find one of the great problems 
is that they do not know what we are doing. We will be in the 
colleges the first 3 weeks of March this year, and next year we hope 
to be there considerably earlier. We will follow up on that with a 
more intensive training program. 

We also expect to augment our efforts in keeping track of these 
fellows to see that they do not get lost. We will try to keep up their 
interest. We find we are losing too many of these boys after we 
recruit them because we do not follow them close enough. 

We also want to bring boys in between their junior and senior years 
for limited periods, and then we can send them back to the campus as 
missionaries to recruit for us. We will put that program into effect 
on a limited basis this summer. It will be a relatively few people in 
total, but I think will pay in results. 

Mr. Tuomas. Is there any noticeable disparity in pay scale between 
industry and the General Accounting Office for these positions? If 
you are on the down side, you can come up with every ingenious plan 
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and maybe pick up a few capable people, but on the other hand you 
are playing a losing game. Why should the Government pay people 
less than industry does? What is the answer to your problem? 

Mr. BrasFieLp. At the present time, with the pay increases of last 
summer, our starting salary was at that time reasonably comparable 
with the public accounting firms for most of their recruiting; however, 
in industry it is somewhat higher. 

Mr. THomas. What do you mean by somewhat higher? I am not 
talking about boys with a streak of genius in them. I am talking 
about the boys for the backbone of your organization. 

Mr. BrasFretp. While we start them out at $3,670, probably the 
level for industry will be nearer $4,200. 

Mr. THomas. Then you cannot expect to do business with them. 

Mr. Ketter. I noticed in a New York Times article 2 or 3 weeks 
ago where a survey had been made of 160 companies. The article 
did not specifically spell out accountants, but the minimum pay of 
college graduates with nontechnical backgrounds is expected to be 
$350 a month with engineers receiving $395 a month. Taking the 
minimum figure of $350, and accountants probably get more, that 
would be $4,200 a year against the Government’s $3,670. 

Mr. Tomas. It may not be such an important difference later on 
but in the starting figure it is important because this chap has not 
made up his mind that he will stay with the Government 25 or 30 
years. So you had better talk to the Civil Service Commission with 
the idea of increasing their entrance pay. 

Mr. BrasrieLp. We have one other proposal that will help us a 
little. By an agreed training program we can raise them to grade 7, 
or $4,500, in 6 months. 

Mr. Tuomas. That takes the curse off then. 

Mr. Brasrietp. It helps. This is the first year we have offered 
that opportunity. 

Mr. Puiturps. This raises a question regarding another agency. 
Yesterday we heard the Federal Trade Commission, and they propose 
to acquire 160 more employees, mostly accountants, and here is the 
General Accounting Office which is unable to reach the quota we 
allowed them last year by quite a few people. 

Mr. Tuomas. One hundred. 

Mr. Puruurres. I do not know how the Federal Trade Commission 
will be able to go out and get accountants to the extent they want if 
the General Accounting Office cannot get them. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Puitutps. I presume your relations with the Civil Service 
Commission are satisfactory, but it seems odd to me that an auditing 
agency should have an overlapping relationship with an agency it 
investigates and be dependent upon that agency to supply it with 
investigators. Also, I wonder how the General Accounting Office 
got under the civil-service regulations at the start? 

Mr. CampBELL. Mr. Fisher, have you any comments on that? 

Mr. Fisuer. I do not quite understand your question. We are 
subject to the general rules of the executive branch. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 
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Mr. Puiuips. I have an idea the intent was to see that your salaries 
should be those of the civil-service scale, but I doubt if anybody 
thought the thing through and saw what it meant to put you com- 
pletely under civil-service regulations when you are in effect an in- 
specting and investigating and auditing agency. 

Mr. CampBe.tu. Under the Atomic Energy Act the AEC employees 
are not under the Civil Service Act but the Commission is to adhere 
as much as possible to the civil-service regulations. 

Mr. Tuomas. That is right, and the GAO should be in the same 
category, but I believe you will solve your problems with the last 
negotiations you had with the Civil Service Commission whereunder 
after 6 months you can raise the pay of your people. The best 
procurer I know of is compensation. 

Mr. BrasFieLp. The combination of the several efforts will help us. 


UNEXPENDED AND UNOBLIGATED BALANCE 


Mr. THomas. Do you anticipate an unexpended and unobligated 
balance in 1956? 

Mr. Feeney. Not to any extent. 

Mr. Toomas. How much? 

Mr. Freeney. Probably a couple hundred thousand dollars. That 
depends on our recruiting program. 

Mr. Tuomas. As it is set up today you cannot anticipate more than 
$200,000? 

Mr. Frrnery. No, sir. 


COST OF PAY INCREASE 


Mr. Tuomas. Your cost for the pay increase, in truth and in fact, 
was not $1.5 million. It was $2.2 million and you have absorbed 
$700,000 of it? 

Mr. Feeney. We have absorbed $700,000, so that instead of $2.2 
million the cost will be $1.5 million. 

Mr. Tuomas. Let us take a look at this chart. 

Mr. CampsBe.tu. May I go back a moment to the Civil Service 
Commission problem, Mr. Chairman? 

Mr. Tuomas. Surely. 

Mr. CampBE ut. I think we should point out that the Civil Service 
Commission can change their minds at any time they wish, so we are 
open to that extent. 

Mr. Tuomas. You will find that Commissioner Young over there 
is a young man, he has had business experience, and my judgment is 
that you can do business with him. 


OFFICE OF THE COMPTROLLER GENERAL 


The Office of the Comptroller General shows an increase of one in 
personnel for this year. 


EUROPEAN BRANCH 


The European branch shows an increase of 10 in personnel. Give 
us a quick rundown of the European branch. Let us put the table 
on page 26 in the record at this point. 

(The table referred to follows:) 
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EvroprpEAN BrRANCH+ScopE AND NATURE OF WorK PROGRAM 


Actual or estimated obligations—Personal services 


Average Net salaries Change in 





Fiscal year Number number salaries 
AE shad dhb babe hiceatnh nbs hnna 50 48 $508, 400 T........--.n0e 
i easectcihsdadesunieneadicteca tioed aeebihies topdmmna dita dais Oca ad 62 58 603, 500 +$95, 100 


Mr. THomas. Who wants to speak to the European Branch? Do 
you think it is worth the money? What are your problems? 

Mr. Campsetu. Mr. Weitzel has given the European Branch his 
almost undivided attention. 

Mr. Tuomas. I understand you looked it over pretty carefully. 

Mr. CampsBeE.t. | think it would be worth-while to have his state- 
ment at this time. 

Mr. Tuomas. Yes, go ahead, Mr. Weitzel. 

Mr. Werrze.. Mr. Chairman, I have a brief statement which I will 
be glad to read. 


STATEMENT ON EUROPEAN ACTIVITIES 


I spent the period from November 2 to December 11, 1955, in 
Europe, reviewing the activities of our European Branch and the 
problems the Branch has encountered in its work. I visited our 
offices in Paris, Rome, Madrid, London, and Frankfurt, as well as 
other places in each country where our work is being carried on. I 
would like to give the committee the benefit of a very few examples of 
our work, or the results of our work, which I encountered. 

At Chateauroux we sat down with Brig. Gen. P. H. Robey, Com- 
mander of the Central Air Materiel Area Depot, and his staff and 
discussed the General Accounting Office survey made by our European 
staff, covering stock handling, stock control, and stock accounting 
practices at the depot. On November 22, 1955, Lt. Gen. William H. 
Tunner, Commander in Chief, United States Air Forces in Europe, 
advised our European Branch that he had just completed reviewing 
a resume of the current status of supply operations at Chateauroux 
which he felt reflected sufficient progress in resolution of the deficien- 
cies outlined in our report. As a highlight of action taken pursuant 
to our report, and based upon the findings and recommendations of 
our representatives during their visit to Chateauroux, General Tunner 
cited a thorough review of “back orders” and a reconciliation with 
customer requirements, which had resulted in the cancellation of nearly 
30 percent of the more than 150,000 back orders on depot records. 
The dollar valuation placed by General Tunner on these cancellations 
totaled $5.4 million. This back order review program is now an 
integral feature of CAMA’s operations, and through a reconciliation 
of back orders each 90 days, according to General Tunner, future 
supply requests will reflect only valid customer requirements. 

At headquarters, U. S. Army, Europe, Heidelberg, we met with 
Brigadier General Schomburg to discuss the procurement activities of 
that command. General Schomburg expressed his appreciation for 
the work done by General Accounting Office representatives in Ger- 
many and Italy leading to a price reduction of $450,000 in an ammu- 
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nition contract with an Italian firm and the incorporation of down- 
ward-only price redetermination provisions in the contract under 
which subsequent audit may show a basis for additional savings. 
The original information leading to this reduction was picked up by 
General Accounting Office representatives in the audit of offshore 
procurement contracts with Italian firms and was followed up by 
examination of this particular contractor’s records by General Ac- 
counting Office personnel to determine actual subcontract prices and 
production costs of the subcontractors. This information was made 
available to Ordnance Department personnel for their use in nego- 
tiating with the contractor. 

In Madrid we discussed with Minister Byington; Mr. Roy R. 
Rubottom, Jr., Chief of Mission, International Cooperation Adminis- 
tration; and Mr. Harry Thomas, Controller, International Coopera- 
tion Administration, the effect of our report on the management of 
peseta funds. We had estimated that from April 1954 to February 
1955 some $200,000 in potential interest on time deposits of counter- 
part peseta funds not needed for construction or other purposes was 
not realized. After the submission of our report, action to place 
more local currency on time deposit was taken by the Department of 
Treasury and State and the International Cooperation Administra- 
tion. As a result, the bulk of local currency held by the United 
States Disbursing Officer has been transferred from demand to time 
deposits with approved depositories designated by the Government. 
The Department of the Navy also reviewed its local currency holdings 
and placed an additional amount of local currency on time deposit. 
At present, the major portion of peseta balances are on time deposit, 
earning approximately $50,000 per month. 

Also at Madrid, we discussed with Capt. Joseph White, USN, 
Deputy Officer in Charge of Construction of the Spanish Bases, the 
elimination of duplicating administrative audit procedures applying 
to payments for construction work. In a report dated October 18, 
1955, we had recommended to the Department of the Navy that 
responsibility for all Navy audit activity on the Spanish bases be 
placed with the Navy Branch Audit Office. We further recommended 
the elimination of the prereimbursement examination being con- 
ducted by OICC and endorsed the comprehensive audit approach 
contemplated by the Branch Audit Office. These were objectives 
which the Comptroller of the Navy had endeavored to accomplish 
over a period of 18 months. Shortly after our report was submitted, 
a memorandum of understanding in line with our recommendations 
was signed by the Navy Comptroller and the Bureau of Yards and 
Docks. We will follow this up to determine whether the audit work 
will be performed in accordance with the memorandum of under- 
standing. 

In various locations we discussed the work done by our European 
Branch staff in reviewing the payment of station travel per diem al- 
lowances (disturbance pay) upon initial assignment of military 
personnel to permanent stations outside the United States. The 
applicable regulations provide a cost-of-living per diem allowance 
up to the first 45 days of an overseas assignment. The basic intent 
of the regulations, we believed, was to provide this allowance only to 
personnel who were subjected to the unusual expenses of temporary 
quarters while looking for permanent quarters. A detailed investiga- 
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tion by us in Italy last summer showed that a substantial percentage of 
persons drawing the allowance for the full 45 days obtained family-type 
quarters immediately upon arrival at the new post of duty. We 
presented our findings informally to the Department of Defense in 
August. Thereafter, an Army team of investigators in Europe, 
headed by specialists from the Office of Chief of Finance, initiated 
Europewide investigations. We have been told that overpayments 
have been very substantial. Attention is being given to redrafting 
the regulations to clarify them and close this loophole. In the mean- 
time, investigations have been conducted by our European Branch 
into similar payments made by the Navy and the Air Force in Italy, 
France, and England. These investigations are continuing at the 
present time. 

As the European Branch has become better known to other agen- 
cies in Europe, there has been an increase in requests for legal assist- 
ance of the type our staff is qualified to furnish. Also, recently we 
have embarked upon joint accounting efforts with both the Air Force 
and the Army in Europe. On January 10, 1956, the United States 
Air Forces, Europe, launched a base level accounting project to 
improve the procedures and increase the accuracy of accounting at 
airbases. One or more representatives of the General Accounting 
Office will render technical assistance to the group. On November 
30, 1955, there was established a United States Army, Europe, Joint 
Assistance Team for the purpose of studying in detail and implement- 
ing the various facets of the Army financial management plan. The 
Director of our European Branch was one of the signers of the charter 
of this team and the General Accounting Office is represented on the 
team. We regard both of these joint accounting efforts as a signifi- 
cant and practical means of attacking the complex accounting prob- 
lems encountered overseas. 

I am impressed by the impact our activities in Europe have had in 
tightening up the operations of other Government agencies. We 
believe we can be even more effective and will be able to expand our 
efforts in reviewing the administration of contracts, following up 
situations already brought to light and assisting the administrative 
agencies with their procurement, contracting and accounting prob- 
lems, if granted the additional people requested in our budget for 1957. 

Mr. Tuomas. That is a good statement. 


BRANCH OFFICE IN THE FAR EAST 


Mr. THomas. Now, General, will you and Mr. Weitzel give us a 
little preview on your thinking about the Pacific situation. We read 
in your justifications that in 1954 you sent a team over there and you 
have been trying to increase that team. 

Of course, you have 2 or 3 problems. You have the problem not 
only of recruiting personnel, but the problem of where you are going 
to keep them when you get them there, or whether you are going to 
have them commute back and forth. You have the Philippine 
situation, you have the Korean situation, you have the Japanese 
situation and Okinawa situation, and so forth. The armed services 
are spending no telling how much money and the ICA is spending in 
the Pacific $6 billion, $7 billion, $8 billion or $9 billion a year, I do not 
know what the correct figure is, and you may have a better figure than 
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that, but certainly if we are spending that amount of money in the 
Pacific, it appears to me that you ought to give some consideration to 
establishing an office in the Pacific. Now, where you are going to 
locate it is going to be a headache for you, but certainly the mere 
fact that it is in the Pacific and not back in the United States is going 
to be worth a whole lot to you. What is your thinking on that 
problem? 

Mr. Camppetyt. Mr. Chairman, as I understand it, when this 
problem was discussed a year or 2 years ago, it was decided that the 
better procedure would be to send people out for several months as 
teams, because, regardless of where a permanent office may be located, 
it would be many, many miles from the various bases of operation. 

I personally am in doubt at the moment. Our Office of Investiga- 
tions thought a year ago that this team idea was the thing to do. I 
have some doubts about it. 

I think at this time that I am inclined to favor an office somewhere 
in the Far East. 

Mr. Tuomas. I am inclined to think that you are right. In other 
words, your European office has paid off, and there is no doubt about 
it that it has, do you not think so? 

Mr. CAMPBELL. It has, but I think our problem there is different; 
that is, you are an hour and a half from Madrid over there and 2 
hours from Frankfort. 

Mr. Tuomas. But on the other hand, the Far East area is just a bit 
bigger, and your difficulties are multiplied there over what you have 
in “Europe. However, the problem is one that is essentially the same. 
Does anybody have a ‘horseback opinion about the amount of money 
that the armed services and other Government agencies will spend a 
year in the Pacific? Certainly, it will run $3% billion a year; will it 
not? Three billion anyway, or maybe $2,500 million. 

Mr. Keuuer. One of the biggest problems would be recruiting 
to get people to go over there. We still have some difficulty in getting 
people to go to Paris, Frankfurt, and Madrid. Now, if you offer 
Manila, or Okinawa, it would make it even more difficult. I do not 
say it cannot be done but it does present a problem. 

Mr. Tuomas. Maybe a system of rotation, or something for a 
shorter period would do it. 

Mr. Puitires. Would you pick someplace like the Philippines for 
the office, or would you go farther east? 

Mr. Camppe uy. I would think in terms of Tokyo. 

Mr. Tuomas. It would make it more attractive. 

Mr. CampsBeu. That would be the most attractive place. 

Mr. Puixuips. I was thinking of flying time. The alternative to 
not having an office there would be to build up a west coast office and 
fly out of it, and you would lose many hours getting to the job if you 
did that. 

COLLECTION DATA 


Mr. Tuomas. As we proceed, General, I wish we could have a little 
comment on our collections ever vy year. As we said a little while ago, 
this $50 million or $60 million that is collected every year is just one of 
several functions of the General Accounting Office, and we collect 
twice what our administrative costs for the entire Agency every vear, 
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but it would not hurt to comment on it, like Mr. Weitzel did on the 
European situation. 
Mr. CampBE.u. Our collections last year totaled $55 million. 


OFFICE OF INVESTIGATIONS 


Mr. Tuomas. Let us take a look at the Office of Investigations. 
Mr. Reporter, insert page 37 of the justifications in the record at 


this point. 
(The matter referred to is as follows:) 
OFFICE OF INVESTIGATIONS—SCOPE AND NATURE OF WorRK PROGRAM 


Actual or estimated obligations— Personal services 
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To the Office of Investigations is delegated the Comptroller General’s responsi- 
bility under the Budget and Accounting Act of 1921, to investigate at the seat of 
Government or elsewhere, all matters relating to the receipt, disbursement, and 
application of public funds, and to make such investigations as may be ordered 
by either House of the Congress or by any committee having jurisdiction over 
revenues, appropriations, or expenditures. In addition, the Federal Property 
and Administrative Services Act of 1949 directs the examination of such property 
accounting svstems as are established by the executive agencies to determine the 
extent of compliance with prescribed principles and standards and approved 
systems, and also directs an audit of all types of property accounts and trans- 
actions at such times and in such manner as shall be determined by the Comptroller 
General such audit to be conducted as far as practicable at the place or places 
where the property or records of the executive agencies are kept. 

The work of the Office of Investigations, the scope of which is limited only by 
the number and variety of the activities of the Government, is divided into three 
programs: investigations, surveys, and inspections. Briefly, investigations entail 
full examination into a specific matter in question; surveys, examination of a 
problem existing on a broad scale; and inspections, either a full, or a test type 
examination, independent of administrative agency examination, of fiscal or other 
operations of an installation or office of an executive agency. 


DECREASE IN EMPLOYMENT 


Mr. Tuomas. Your average number of employment was 270 for 
1956 against 261 estimated for 1957, a slight decrease of about 9 


people. 
Mr. Keuter. Yes, sir; that is right. 
Mr. Tuomas (reading): 


To the Office of Investigations is delegated the Comptroller General’s responsi- 
bility under the Budget and Accounting Act of 1921, to investigate at the seat of 
government or elsewhere, all matters relating to the receipt, disbursement, and 
application of public funds, and to make such investigations as may be ordered by 
either House of the Congress or by any committee having jurisdiction over rev- 
enues, appropriations, or expenditures. In addition, the Federal Property and 
Administrative Services Act of 1949 directs the examination of such property 
accounting systems as are established by the executive agencies to determine the 
extent of compliance with prescribed principles and standards and approved 
systems, and also directs an audit of all types of property accounts and trans- 
—— at such times and in such manner as shall be determined by the Comptroller 

eneral. 
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Now, there is your authority. 

Tell us a little something about your work this year, and without 
taking up too many pages in the record, summarize it right quickly 
What are your problems and your headaches? 

Mr. CampBE.LL. Mr. Keller has been devoting considerable time to 
that problem with Mr. Johnson. Mr. Johnson was formerly in charge 
of the New York Office of Investigation. 

I think that Mr. Keller might begin the discussion and call on Mr. 
Johnson for any details if they are desired. 

Mr. THomas. You might give a little special attention to surplus 
property disposal and so forth, and you might add to your far eastern 
activities comment. 

Go ahead, sir. 


REEVALUATION OF INVESTIGATIVE OPERATIONS 


Mr. Kuuier. We have been reevaluating our investigating work. 
We have been approaching it in three areas. 

We are trying to work out better coordination with our audit 
activities, as sometimes they do overlap. 

We are also working out a better way to handle our backup material 
for investigative cases. Also, we are bringing our field cases under 
better control here in Washington. 

In addition to that, we have been looking at our investigative field 
organization as compared to the audit field organization. In many 
places, they are in the same city, but physically they are apart. We 
are trying to bring them together. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Keuusr. Yes, sir; I think that does happen once in a while. 
I want to assure you that we are making every effort to clear that 
situation up. 

Mr. Tuomas. That is the old human problem. When you do not 
bring these fellows into Washington and you do not rotate them, and 
you let a man stay right there in one town, that is his domain, and 
nobody else is going to move in. He is separate, apart, and distinct, 
and not even a part of the team. There is no substitute for rotation. 
It may be a little hard on him, and difficult on the family, but it does 
not hurt the organization. 


BACKLOG OF INVESTIGATIVE WORK 


Mr. Ketuer. Another problem we have been working on is that of 
bringing our backlog of investigative work down. We are putting 
emphasis on that. Except for investigations that come up and have 
to be taken care of immediately, we are not looking for new fields 
because, as of the end of January, we had about 519 cases in Wash- 
inzton and the field. Those cases have to be processed and brought 
to a conclusion. 

Mr. Tuomas. What is the function of the Investigative Division? 
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INVESTIGATIVE FUNCTIONS 


Mr. Keiser. They have been working in three fields, Mr. Chair- 
man. First, we have investigations which cover a specific allegation 
of improper ‘conduct in fiscal affairs, or an erroneous use of money. 

Second, we have what we call inspections where teams of investi- 
gators go into an installation unannounced and make a pretty thorough 
checkup. 

Mr. Tuomas. Do these gentlemen in their investigations as a matter 
of everyday operation, have to go in and run down a specific rumor, 
whether it is true or not? If it then develops that there is something 
to it, do they go out and keep with it or does that go to the Audit 
Division? 

Mr. Ketuier. It depends on how the cases work out. At times, we 
will call in the audit people. At other times, the investigating per- 
sonnel, some of whom are qualified auditors, will continue the job. 

Mr. Tuomas. Proceed, Mr. Keller. 

Mr. Keturr. The third type of work done by the Investigating 
Division is surveys. I think the best way to explain that would be 
to give you an example. If we had a particular program such as a 
VA benefit program, and we had certain questions we wanted answered, 
we would hit it in, say, eight different States, at specific places simul- 
taneously. 

That is a survey. It is planned ahead, and the field offices carry 
it out according to the plan. A consolidated report is then prepared 
in Washington. 


VETERANS’ ENTITLEMENTS UNDER GI HOUSING PROGRAM 


Mr. Tuomas. Have you looked into the VA operations on the home 
loan guaranty program on the construction of houses, the prices being 
paid, and the quality of the work being done, and so forth? 

Mr. Ke.uer. We did a good deal of work for the House Veterans’ 
Affairs Committee. 

Mr. Tuomas. I see this statement on page 43: 

At the request of the House Committee on Veterans’ Affairs, we are now under- 
taking studies concerning possible illegal trafficking in veterans’ entitlements 
under the GI housing program; the furnishing of free hospitalization for non- 
service-connected disabilities to veterans able to pay for it; and the financial 
status of parents who are receiving compensation on the grounds of dependence 
upon a deceased veteran. 


The impression I get from that statement is that you have not taken 
too much of a serious look into this great expenditure of money that 
comes under the Veterans’ Administration, and particularly in the 
home loan guaranty field. 

In most instances, there is no outlay of cash in connection with the 
home loan guaranty program, but after all it is tantamount to it, 
because there is a Government guarantee, and they are spending 
millions of dollars a year on that. 

Have you taken anything like a serious look at it, and if so, how 
often did you do it? 

Mr. CampsBe tt. I think Mr. Johnson might have a comment on 
that. 

Mr. Jounson. The cases that we are talking about on page 43 are 
about 61 individual instances that were investigated in Tennessee in 
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connection with a complaint which was sent to us by Chairman Teague 
of that committee. 

Mr. THomas. On your own motion, you have not taken a very 
thorough look at the Veterans’ Administration and, particularly, in 
the field of the loan guaranty work. There is where the big money is. 

Mr. Jounson. We have investigated the cases mentioned, plus 
some in New York and in Los Angeles, but we have not undertaken 
any large scale survey of the whole situation nationwide; no, sir. 

Mr. Tuomas. Well, if you get some complaint in X city under the 
home loan guaranty program, do you take a look at it? 

Mr. JoHnson. Yes, sir, we do. 

Mr. Morse. There is a program of auditw ork in about ten of the 
field stations in the Veterans’ Administration which has not started 
yet, but we have it planned or scheduled. 

Mr. Tuomas. I am not sure of how well qualified the Veterans’ 
Administration is to go out and pass upon the type of plumbing, wir- 
ing, and carpentry there is in a house, and that is where most of the 
complaints come from, about the lack of good work in that field. 

Where there is any palpable fraud involved, I guess the agency is 
equipped to catch that mght quick, but after all, most of the com- 
plaints arise by virtue of shortcomings in the field of construction. 
In the field of selling entitlements which are fraudulant per se that is 
still a different matter, and it could be very easily caught. However, 
auditing is one thing and inspecting material and being engineers is 
something else, is it not? 


EXAMPLES OF INVESTIGATIONS CONDUCTED BY GAO 


I wonder if it would be well in connection with the Office of Investi- 
gation to give some concrete examples in the military, the agricultural 
field, or some other fields you have been in, looking toward the savings 
of Government money and the installation of better accounting 
systems? 

You give some very fine examples, such as the program in Alaska, 
the jet program, the grazing lease, the Air Force base program, and 
so forth. Do you want to detail some of those right quick, or do you 
want to put a list of some 15 or 20 of them with some explanatory 
remarks in the record? I think it would be well to put it in the 
record at this point. 

Mr. Keuer. Yes. 

Mr. Tuomas. Together with the dollar marks. 

Mr. Ketuer. Yes, sir; we will do it. 

Mr. Tuomas. Give a list of 20 or 25 of them. 

Mr. Ke.urr. Yes, sir. 

(The matter referred to is as follows: ) 


SIGNIFICANT CAsEs 


1. Operation of Army Chemical Center.—Examination of Army Chemical 
Center, Edgewood, Md., disclosed some irregular administration of funds; ex- 
cessive labor costs; procurement of equipment at high cost, although usable 
equipment was available; high cost of reprocessing components and ammunition; 
duplication and excess costs; manpower waste; approved (but not constructed) 
projects found to be unnecessary after we surveyed the usage of warehouse space; 
questionable procurement; apparently unnecessary operations; questionable use 
of appropriated funds on nonappropriated fund activities; and other similar 
matters. 
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These matters were brought to the attention of the Secretary of the Army 
and reply, made in due course, indicated that corrective action had been or was 
being taken in all instances where possible. Several trips have since been made 
to the Army Chemical Center to follow up on the effectiveness of the Army 
actions. Considerable reorganization has been effected resulting in economies in 
annual operating costs. No attempt has yet been made by us to place a monetary 
value on these savings; however, we plan to do this as soon as another assignment 
in the vicinity of Edgewood is completed. 

As an indication of the reorganization effected the following is quoted from 
letter of the commanding officer, Army Chemical Center, dated August 12, 1955: 

‘“ * * * at the time of your examination of the Army Chemical Center, two 
separate service and maintenance organizations existed, i. e., the Post Engineer 
and the Service Division of Edgewood Arsenal (Materiel Command, Baltimore). 
Effective April 1, the Service Division was transferred from Edgewood Arsenal 
to the Army Chemical Center. Effective July 1 the post engineer was removed 
from the supervision and control of the commanding general, Second Army, and 
his functions became the responsibility of the chief chemical officer. These two 
changes permitted this headquarters to then consolidate these two formerly 
independent organizations into a single Engineering and Service Division. This 
consolidation is resulting in a reduction of personnel strength, simplification of 
supervisory control measures and the elimination of duplication which resulted 
from having two similar organizations operating independently under completely 
different control systems. 

“Improvements in operation have likewise been effected in the comptroller’s 
field. Effective July 1, the Comptroller’s Office, Headquarters, Chemical Corps 
Research and Engineering Command and the Comptroller’s Office, Headquarters 
Army Chemical Center were consolidated into a single comptroller’s office under 
the jurisdiction of this headquarters. Although no manpower savings have yet 
resulted from this consolidation, it is anticipated that some will be effected. 
The greatest gain, however, is expected to be evidenced in a material improvement 
in the effectiveness and efficiency of comptroller operations, not only for this 
installation but for the Chemical Corps Research and Engineering Command 
nationwide. 

“Army Regulation 10-50 which permitted this headquarters to consolidate the 
Post Engineer and the Service Division, likewise made possible the establishment 
of a single accountable property office for the installation. The Consolidated 
Station Property Office (Second Army) has been absorbed by the Central Property 
Division (Chemical Corps) with a resultant reduction in both administrative and 
storage space requirements and improved opportunities for reducing stocks and 
consolidating warehouse operations. In addition, the function of the small- 
purchases procurement office of the Consolidated Station Property Office has 
been absorbed by the Chemical Corps Research Procurement Office resulting in a 
single purchasing activity for the installation. 

“The above information is furnished in order that you may be apprised of the 
improvements which have taken place since the time of your examination, but 
which were not possible of accomplishment heretofore due to regulatory require- 
ments.” 

2. Cost of Serving Process.—Examination of costs of serving process for private 
litigants by United States marshals, made with the cooperation of the Depart- 
ment of Justice, brought out that the Government was losing in excess of $300,000 
annually because the fees charged for serving process were materially lower than 
the costs incurred. 

The report was transmitted to the Attorney General, and we were later re- 
quested to revise our report to include the higher costs brought about by increases 
in compensation, per diem, and mileage. This was done in November 1955 and 
a revised report was transmitted to the Department. 

Current information is to the effect that our report is now before the Attorney 
General for consideration and determination as to a recommendation to the Con- 
gress that fees be increased. 

3. Survey of Deseret Chemical Depot.—Investigation of the Deseret Chemical 
Depot, Tooele, Utah, disclosed that substantial economies in operating expenses 
could be effeeted by (1) making Deseret Chemical Depot subordinate to Tooele 
Ordnance? Depot for administrative purposes, (2) elimination of certain recreational 
facilities which were planned but not needed, (3) consolidation of certain dual 
functions at Deseret, (4) reduction of military and civilian personnel, and (5) dis- 
continuance of uneconomical commissary operation. The report also pointed up 
the excess property on hand, low utilization of motor pool employees and equip- 
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ment, and questioned the need for certain approved (but not constructed) 
projects. 

These matters were brought to the attention of the Secretary of the Army and 
operations of Deseret Chemical Corps were completely reorganized. Most 
effective action was taken on our recommendations resulting in reduction of annual 
operating expenses of not less than $1,149,000; cancellation of approved engineer 
construction projects, thereby saving $6,300,000; effectuation of a more efficient 
organization; screening of excess property, resulting in the taking up on records 
at Tooele Ordnance Depot for current requirement of property having a value of 
$605,000; and disposition of other excess property valued at $260,000. 

4. Examination of stock control functions.—Examination of the stock control 
functions of the Army Medical Supply Control Office, Brooklyn, N. Y., disclosed 
an excess of operating cash of $15 million and undeclared excess stock valued at 
$10,500,000. 

The matter was reported to the Secretary of the Army who, in due course, 
advised us that the $15 million excess cash (subsequently increased to $25 million 
by sales of stock which did not need to be replaced) was returned to the unallo- 
cated reserve of the Army stock fund and that action had been taken which 
reduced the undeclared excess stock to $1,600,000. 

5. Survey of practices in packing, crating and storing of household goods of military 
personnel.—A survey of the Department of Defense practices in packing, crating 
and storing household goods of military personnel disclosed that (1) the military 
services were using premium warehouse space for nontemporary storage of house- 
hold goods on a space-available basis, and at the same time were leasing com- 
mercial space for storing military supplies and property; (2) household goods were 
extravagantly packed and crated in heavy overseas containers for Government 
storage; and (3) transporting goods in and out of Government storage resulted in 
increased expense due to excess or back-haul mileage. The report was referred 
to the Secretaries of Defense, Army, Navy and Air Force, the Director, Bureau 
of the Budget, and to the chairmen of the House and Senate Armed Services Com- 
mittees, June 30, 1955, for consideration in connection with H. R. 6277, then 
pending. 

6. Review of club facilities at Fort Diz.—A report made to the Secretary of the 
Army regarding necessity for enlisted men and facilities for an officers’ open mess 
(club) at Fort Dix elicited prompt and cooperative action by the Assistant Secre- 
tary (FM). Through mutual agreement: 

(1) An onsite review of the club facilities was made by a team composed of 
representatives from his office and representatives of the General Accounting 
Office; and 

(2) Representatives of the General Accounting Office have been designated to 
serve in an advisory capacity in connection with efforts being made by the Army 
to resolve certain problems of long standing as to appropriated fund support of 
officers’ messes and nonappropriated fund activities. 

7. Veterans’ educational and training program.—Activity in the veterans’ edu- 
cational and training program was continued last year on many reports of pre- 
vious investigations of payments by Veterans’ Administration for education and 
training of veterans under the Servicemen’s Readjustment Act of 1944. 

Examples of action taken in 3 cases are: Settlement by the VA in 1 case of 
an overpayment of $253,816 by deduction from an amount due the school on 
another claim; liquidation of an overpayment of $11,057 by voucher deductions 
and refunds; and final settlement of $302,790 with a State representing its 
surplus after all claims were paid for institutional onfarm training. 

8. Rental rates for Government-owned quarters.—Followup of rental rates for 
Government-owned quarters supplied Government employees and others under 
the act of March 5, 1928, made possible a higher level of Government rates more 
in line with comparable commercial rates. When last reported (March 1954) 
approximately 20,000 quarters operated by 6 agencies surveyed showed an 
annual increase of about $3 million over the annual rental at the time of the 
survey (1951). Followup and rechecks will continue until such time as comparable 
Government rental rates are assured by practice. 

9. Federal-aid payments to State soldiers’ home.—Investigation of Federal-aid 
payments to the Veterans’ Home of California, Yountville, Calif., for veterans’ 
care, revealed that during the period July 1948 to December 1953, over $67,000 
in Federal aid was claimed and paid for many so-called sleepout members who 
lived off the reservation and returned to the home only occasionally for medical 
treatment, social events, and the annual muster. A copy of the report was 
transmitted to the Veterans’ Administration in November 1954. In April and 
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June 1955 the Veterans’ Administration replied that the erroneous payments of 
over $67,000, developed by the General Accounting Office, has been recovered. 

Examination of 3 other State soldiers’ homes revealed that the homes failed 
to report the total deductions made by the homes from pensions, compensation, 
or allowances for aid and attendance of members, resulting in overpayments of 
Federal aid to these homes of about $11,000 of which about $10,000 has been 
recovered. 

10. Construction loan of Alaska Housing Authority.—An investigation was 
made of the operations of the Alaska Housing Authority and particularly the 
construction loan of approximately $5 million the authority made to the Nunaka 
Valley housing project, Anchorage, Alaska. The construction of the project and 
its administration was also investigated. 

The investigation disclosed that the homes constructed were being neglected 
and could not be sold or rented, that revenues were being misappropriated, 
that the loan was in default, and that no preventive action was being taken to 
curtail losses or to protect the interest of the United States. 

The findings were reported to the Housing and Home Finance Administration 
in Washington and resulted in the removal of certain officials, the appointment of a 
receiver for the security properties, the filing of foreclosure proceedings, and an 
efficient administration of the project with substantial increased occupancies and 
returns. 

11. Delay in construction of hospital.—An investigation of the Veterans’ Ad- 
ministration hospital site at Wade Park, Cleveland, Ohio, revealed that improved 
residential property obtained by VA during 1949 at a total cost of $641,350 was 
being occupied at very low rental rates. Some of these properties cost VA up to 
$90,000. From the time the property was acquired in 1949, to January 7, 1955, 
a total of only about $43,000 had been collected in rentals, in contrast with es- 
timated fair rental values of about $270,000. While certain real conditions are 
brought out which are adverse to the collection of adequate and reasonable rentals, 
it is indicated that the rentals being received were exceedingly low. 

In one instance the former owner, for consideration of $1, was permitted, in 
the option to purchase, continued occupancy until such time as the property 
was needed by the Government for the purpose for which purchased. At time of 
the report, the former owner had remained in possession without paying rent 
nearly 6 years. 

This situation was brought to the attention of VA and action has been initiated 
to evict tenants, effect collection of rentals, and to increase rentals commensurate 
with the rental market. 

12. Fort Logan VA standby hospital.—Investigation of the Fort Logan Standby 
Hospital disclosed that little use has been made of the installation in the last 5 
years which cost the VA $135,000 annually to maintain. Local GSA officials 
stated that due to the desirable location of the property they would experience no 
difficulty in disposing of it for a good price if declared surplus. ‘This would 
eliminate the annual maintenance cost of $135,000 and permit disposal of the 
installation before its value had depreciated. 

13. GI loan guaranty housing program.—An investigation was conducted of the 
GI loan guaranty housing program to ascertain the extent to which there is une 
lawful trafficking in the purchasing and sale of entitlements by builders, lenders, 
veterans, and the public. The information was furnished the House Committee 
on Veterans’ Affairs and public hearings were held in various sections of the United 
States. The illegal practices were widely publicized in the press and radio and it 
must be assumed will result to reduce the violations. The United States is 
liable under its guaranty in the event the loans default, and if our investigation 
and the hearings contribute to reduce the illegal trafficking in GI loans then to 
that extent the contingent liability of the United States as guarantor will be 
correspondingly reduced. 

14. Construction of storage facilities for jet fuel—Investigation disclosed at the 
Naval Air Station, Glynco, Ga., that the estimated annual requirements for jet 
fuel would amount to 452,000 barrels upon completion of the station, and the 
budget estimates for fiscal year 1956 contained an item covering the construction 
of storage facilities for only 10,000 barrels. Transportation of the fuel was 
planned to be handled by truck from Jacksonville, Fla., at a cost of 36 cents par 
barrel, pending construction of a pier and pipeline from funds to be included in 
the 1957 budget. If the construction funds had been requested in the 1956 
budget, the annual savings would have been approximately $104,800. 

15. Transportation of jet fuel—Inspection of the Naval Air Station, Pensacola, 
Fla., disclosed that for a prior period of 21 months to October 1954 the Navy 
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transported jet fuel from Jacksonville, Fla., to the station by tank truck at a 
transportation cost of $42,000 in excess of cost for fuel available at Lynn Haven, 
Fla., USAF Petroleum Depot, which could have been furnished on a cross-service 
basis, and $50,000 more than for fuel available from commercial storage at Mo- 
bile, Ala. During the period October 1954 to June 1955, use of jet fuel at Pen- 
sacola accelerated, and the trucking costs for this period projected to a full vear 
would show a savings of $39,000 if trucked from Lynn Haven or $46,000 if ob- 
tained at Mobile. Fuel storage facilities being completed at Forrest Sherman 
Field were inadequate to supply current needs and increasing future needs and 
would necessitate the continuance of contracts for commercial storage facilities 
currently rented at $6,025 a month or over $72,000 a year. Plans were revised 
and budgeted to provide adequate facilities at Forrest Sherman Field in fiscal 
year 1957 public works program. 

Completion of proposed storage facilities at Forrest Sherman Field will result 
in approximately $110,000 savings in storage and trucking charges annually. 

16. Proposed exchange of timber for land and timber.—Investigation of a proposed 
exchange of timber for land and timber between the Forest Service, Department 
of Agriculture, and the California Fruit Growers Supply Co. disclosed numerous 
matters in which there was some question as to whether the interest of the Gov- 
ernment was properly protected, including possible overevaluation of the land, 
doubtful accuracy of timber cruises, questionable road valuation, and other items. 

The proposed exchange instead of being advantageous to the Government as 
indicated by the exchange application, made possible a $274,000 gain to the Fruit 
Growers Supply Co. Investigation disclosed that the land was appraised at 
$164,000 more than it was worth and an allowance of $138,000 had been deducted 
in the appraisal calculation for construction of a company road that was already 
constructed. An inadequate sampling cruise gave the company an estimated 
$180,000 more in return. The exchange was not consummated. 

17. Disposal of surplus nylon towrope.—Preliminary investigation shows that 
late in 1955 there was approximately 3 million feet of excess and surplus nylon 
towrope assemblies, total stock list value of about $1% million, in the Air Force 
supply system. Apparently no action had been taken by prime property class 
03F to determine if the rope could have been utilized for purposes other than 
originally intended. Information recently developed by the Air Force in collabo- 
ration with GAO investigators show that most of the nylon rope may be sub- 
stituted for cotton and manila rope, property class 21A, for which the Air Force 
has afuture need. Fiscal year 1956 procurement action on the latter consequently 
was suspended by the Air Force pending approval of cataloging action which 
prescribes the substitution of nylon towline assemblies for manila and cotton rope. 
It is estimated that this substitution will result in a saving to the Government of 
approximately $120,000. 

The preliminary findings in this case indicate that a greater utilization of 
property may be effected by the armed services by devoting closer attention to 
the requirements of existing DOD regulations and directives concerning the 
utilization of excess stocks. 

18. Excess crushing equipment.—On review of Air Force supply operations in 
England it was found that the Burtonwood Air Force Depot had received a 150- 
ton per hour rock crushing, screening, and washing plant valued at $195,000 to 
fill a requisition of an engineer aviation battalion. As of July 8, 1955, the battalion 
had not taken delivery of the crushing plant and had advised Burtonwood supply 
personnel that they did not want it and had no requirement for it. While investi- 
gation showed that engineer aviation units in the United Kingdom have no fore- 
seeable requirement short of war for this type of equipment and are prohibited 
from operating rock quarries in the United Kingdom under an agreement with 
the British Air Ministry, it was found that in January 1955 another engineer 
aviation battalion had requisitioned an identical plant and that the Burtonwood 
Air Force Depot had forwarded this requisition to the Mallory Air Force Depot, 
Memphis, Tenn., for filling on a priority basis 

Inquiry into the causes underlying this situation brought out that there 
existed a misunderstanding by Air Force personnel as to the significance of the 
so-called unit allowance lists and some misunderstanding of the authority, respon- 
sibility, and procedures at various command levels for equipping organizations in 
accordance with unit allowance lists and for deviating from such lists. In fact, 
other requisitions for construction equipment dated in November 1954, said to be 
urgently needed by the engineers were still being channeled from one echelon of 
command to another, both in one European theater and stateside as late as July 12, 
1955, due to confusion regarding command approval channels. 
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The situation was brought to the attention of United States Air Forces, Europe, 
in July 1955, and LSAFE reported that they had directed cancellation of the out- 
standing requisition of the rock+erushing plant on order. USAFF also advised 
that action had been taken to straighten out the confusion and misunderstanding 
concerning unit allowance list procedures. A report on the subject was furnished 
the Secretary of the Air Force for information. 

19. Grazing lease.—During an inspection at Lowry Air Force Base, Colo., it 
was found that the Air Force had leased for grazing purposes, through the Corps of 
Engineers, part of the unused bombing range at what seemed to be a below-market 
price. Though the original 1-year lease was awarded on the basis of high bid, 3 
subsequent successive leases encompassing 7 years were made with the same lessee 
at the same rental with no apparent attempt to negotiate a higher rental even 
though grazing rentals were apparently increasing throughout the country. While 
final reply has not been received from either the Air Force or the Army in this case, 
information received through further investigative inquiry is that a new contract 
for some 2,500 acres has been awarded to the same lessee on competitive bidding 
for 344 times the previous per-acre rental, resulting in an increased annual return 
to the Government of about $1,250 a year. 

20. Improper ground-maintenance contract.—Under a negotiated ground-main- 
tenance contract, the Smoky Hill Air Force Base, Kans., obtained maintenance of 
the base proper and a housing area (total 3,335 acres) for a consideration of $1 a 
year, and farming and grasing rights. The contract was supplemented to grant 
the contractor approximately 11,150 additional acres of farming and grazing land 
in the Camp Phillips bombing and gunnery range for no monetary consideration, 
but ostensibly to obtain ground maintenance of the area. An official of the Corps 
of Engineers, Kansas City, advised that actually maintenance could have been 
obtained on the 11,150 acres by a Corps of Engineers grazing and farming lease, 
and on request furnished an estimate that the Government would have received 
approximately $26,000 annual rental. 

The matter was reported to the Secretary of the Air Force on July 12, 1955. In 
reply dated July 22, 1955, it was stated that this matter was under review and 
that comments would be furnished in the future. 


INVESTIGATIONS OF SURPLUS PROPERTY SALES 


Mr. Tuomas. I asked a while ago about surplus property. Has 
any investigation been made of surplus property, either in the armed 
services or GSA activities? 

Mr. Ketter. In the investigative field, Mr. Thomas, we are making 
some specific investigation of surplus property sales at various installa- 
.tions. The reports are not completed. Mr. Johnson will comment 
on just what we are covering. 

Mr. Tuomas. It is a big field, gentlemen, particularly where we 
get information that the armed services are handling millions upon 
millions of dollars worth of personal property and that they are only 
getting a return from the sale of it of about 7 or 8 percent of the 
acquisition cost. 

On the other hand, we get reports from the General Services Admin- 
istration stating that it is doing the same type of disposal, the disposal 
of personal property that has been declared surplus to them, that they 
get a return of 13, 14, or 14% percent. 

Maybe that is where the General Accounting Office ought to come 
in and help shore up ‘those systems, which w vill add millions upon 
millions of dollars to the Treasury every year that we are now not 
getting. 

Tell us what has been done in those fields. 

Mr. Jonnson. We have observed, I would say, the sales of surplus 
property at about 11 different military installations here in the United 
States within the last several months. 

We are in the process now of assembling the information for the 
purpose of reporting to the House Government Operations Com- 
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mittee. They have asked us to do specific things in that area, and 
we are working on that project for them. The findings I think, so 
far, are rather indefinite as to whether the percentages you are talking 
about are true. 

Mr. Tuomas. Or accurate? 

Mr. Jounson. Yes, sir. 

Mr. Tuomas. Well, human nature has not changed very much. 
If a person does a good job, there is a little inclination to sort of puff 
up your stock, and you cannot get away from that. I guess that is 
what makes human nature get up and push and pull. 


AccounTING Systems Division 


Mr. Tuomas. Mr. Reporter, we will insert page 84 of the justifica- 
tions in the record at this point. This is on the Accounting Systems 
Division. 

(The matter referred to is as follows:) 

AccountinG Systems Diviston—Scopre aNnp NATURE OF WorRK PROGRAM 


Actual or estimated obligations—Personal services 


a | ’ : Average vapentaxtee | Chanee in 
Fiscal year Number number Net salaries salaries 
MOR eS, candies udcicsvescadd tee bbe tele 107 100 $908, 000 
IDB 7 paint aces epomane Se eee 107 | 100 906, 200 | $1, 800 


The principal functions of the Accounting Systems Division stem from the 
responsibilities imposed upon the Comptroller General by section 309 of the 
Budget and Accounting Act of 1921; sections 112, 115, and 116 of the Budget 
and Accounting Procedures Act of 1950; and section 2 (c) of the Post Office 
Department Financial Control Act of 1950. 

The major portion of the workload of the Division relates to the following 
specific functions: 

1. Developing principles, standards, guidelines, «nd related requirements for 
accounting to be prescribed by the Comptroller General for observance by each 
agency. 

2. Cooperating with the agencies in the development of their systems of 
financial management and control by providing technical assistance and guidance. 
This includes cooperative work with the Treasury Department and the Bureau 
of the Budget on the improvement and simplification of central accounting and 
financial reporting. 

3. Approving or disapproving accounting systems in whole or in part, including 
related accounting forms and procedures for agency internal use, in the light of 
their adequacy and conformity with principles and standards prescribed by the 
Comptroller General. 

4. Reviewing and evaluating agencies’ financial management systems including 
programing, budgeting, accounting, and financial reporting to determine their 
effectiveness in actual operation; compliance with prescribed principles and 
standards; and to provide a sound basis for continuing refinements and improve- 
ments. 

5. Providing consultative assistance to the agencies on special accounting 
problems which arise from time to time. This includes consulting services to 
the agencies and Governmentwide planning concerning automatic data processing. 
Current projects include work with the Treasury Department on the application 
of electronics to payment and reconciliation of Government checks. 

6. Providing assistance and advice to Congress on accounting matters. 


Mr. Tuomas. This statement shows 107 people for 1957 against 107 
for last year. 
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The principal functions of the Accounting Systems Division stem from the 
responsibilities imposed upon the Comptroller General by section 309 of the 
Budget and Accounting Act of 1921; sections 112, 115, and 116 of the Budget and 
Accounting Procedures Act of 1950: and section 2 (c) of the Post Office Depart- 
ment Financial Control Act of 1950. 

The major portion of the workload of the Division relates to the following 
specific functions: 

1. Developing principles, standards, guidelines and related requirements for 
accounting to be prescribed by the Comptroller General for observance by each 
agency. 

2. Cooperating with the agencies in the development of their systems of financial 
management and control by providing technical assistance and guidance. This 
includes cooperative work with the Treasury Department and the Bureau of the 
Budget on the improvement and simplification of central accounting and financial 
reporting. 


Is this the training section on the accounting systems? Are these 
your schoolteachers? 

Mr. BrasrFie.p. No, I would describe this group of people as folks 
who go out and roll up their sleeves and sit down with the agency 
people and help to work out the system. 

Mr. Tuomas. These are your schoolteachers then? 

Mr. Brasrrievp. If that is your definition, I would agree with you. 

Mr. Tuomas. Do you have a better one? 

Mr. BrasFiep. I think that is a fine one, Mr. Chairman. These 
people actually go out into the agencies and work with the agency 
people. This staff is not designed to do their systems work for them, 
but designed to assist them in doing their own work. 

Mr. Tuomas. In other w ords, if you can do something with 100 or 
110 people that it would otherwise take 2,500 or 3,000 people to handle, 
you better do it this way. 

Mr. BraAsFIELD. Yes, sir. 


COOPERATIVE SYSTEMS DEVELOPMENTAL WORK WITH AGENCIES 


Mr. Tuomas. Here is just a sentence over here on the military that 
might be worthy of repetition. 

Mr. Reporter, you might put pages 88 and 89 in the record at this 
point. 

(The matter referred to is as follows:) 


COOPERATIVE SysTEMS DEVELOPMENTAL WorK WITH AGENCIES 


A continuation of cooperative working arrangements by the Accounting Systems 
Division with other agencies of the Government in an effort to further the objec- 
tives of the joint program to improve accounting in the Federal Government has 
resulted in many simplifications and savings. This important segment of the 
Accounting Systems Division’s work program is needed to fully develop sound 
accounting within each agency as an aid to management in programing, budgeting, 
reporting and in maintaining financial control. 

Cooperative action, including reviews of existing systems, will be continued during 
the budget years 1956 and 1957 on a day-to-day consultative basis with account- 
ing and management representatives of the individual agencies. This program 
requires a major share of the staff’s effort. During the fiscal year 1955 an average 
of 63 of the Division’s 75 officials and systems accountants (83 percent) were 
assigned to this phase of the Division’s work. During the budget years 1956 and 
1957 about 80 percent of the staff will be used in this cooperative systems develop- 
mental program. Assignments to specific agencies are based on requests by agency 
officials, GAO audit reports, and results of the Division’s systems review and 
evaluation work. Emphasis is shifted between agencies as ndividual needs be- 
come evident. Considerable effort of the Division is devoted to systems work in 
the Department of Defense where progress is being made to improve accounting 
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control and financial reporting in the Department’s $108 billion of assets, $11 
billion of working capital funds, and $86 billion of other available funds. 

This cooperative effort which includes a close association with the Treasury 
Department and the Bureau of the Budget is geared to achieve a complete inte- 
gration of agency accounting and Treasury’s central accounting and includes 
specific plans for the refinement and improvement of central financial reporting 

Cooperative work with individual agencies is underway in practically every 
department and establishment of the Government. The work being done is at 
various stages and there is need for continuing and intensifying this effort through- 
out the Government as a basis not only for developing improved and simplified 
procedures, but also from the standpoint of installing them on an orderly transi- 
tional basis and keeping them adjusted to current conditions and operations. 


DEPARTMENT OF DEFENSE ASSETS OR AUTHORIZATIONS 


Mr. Tuomas. Let me read this one sentence: 
Assignments to specific agencies- 


that means by you, of course. 
Mr. BrasFieLp. That is right. 
Mr. Tuomas (reading): 





are based on requests by agency officials, GAO audit reports, and results of the 
Division’s systems review ‘and evaluation work. Emphasis is shifted between 
agencies as individual needs become evident. Considerable effort of the Divi- 
sion is devoted to systems work in the Department of Defense where progress is 
being made to improve accounting control and financial reporting in the Depart- 
ment’s $108 billion of assets, $11 billion of working capital funds, and $86 billion 
of other available funds. 

Does that mean that the Department of Defense has in the neighbor- 
hood of $208 billion or $209 billion in total assets that you are helping 
them to keep accurate account of, or to improve their method of keep- 
ing account of? 

r. BrasFireLp. That is right—assets or authorizations. 

We are working with them. Another advantage of working with 
them and through them is that you do not accomplish much unless 
they want to do it. So, getting them to want to do it is no small part 
of the task. 

Mr. Tuomas. If the Department of Defense has $209 billion or 
$210 billion in assets, including working capital and the obligated and 
unobligated funds over a period of 2 or 3 years, what is the amount 
of the total assets of the various agencies of government? 

Mr. Brasrietp. The $86 billion is the available funds. Of course, 
the $108 billion of assets represents their plant and equipment and 
their vast inventories. 

Mr. Tuomas. I was wondering if you did not intend to include the 
$11 billion in your $86 billion anyway. 

Mr. BrasrieLp. The $11 billion working capital fund includes 
physical assets on hand in the form of inventories, work in process. 
receivables, and so forth held in the stock and industrial funds. 

Mr. Tuomas. Let us use a general figure, just for the purpose of 
discussion, a round figure of $200 billion for the armed services. We 
might use a figure of 60 percent here because that is in the neighbor- 
hood of what the total annual expenditures for the armed services are. 

That means that then the whole Federal Government has a little 
in excess of around $320 billion of assets. 

Mr. BrasFIe.p. One figure relates to the annual turnover of dollars, 
and the other to the accumulation. The total accumulation would, 
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perhaps, be somewhat in excess of that when you include such items 
as the vast balance in the stockpile under GSA. 

Mr. Tuomas. That is about $6.1 billion or $6.2 billion as of today. 

Mr. Brasrieip. I do not know what that total figure would be. 

Mr. Tuomas. That is what it is. 

Mr. BrasFiretp. We show there the turnover in dollars each year 
which would be considerably more than through the nondefense 
activities. 

Mr. Tuomas. Well, it is hard to realize the magnitude of this 
Government until you go to kicking around figures like this. 

Mr. BrasFietp. The amount involved is, of course, tremendous. 
Our work with the agencies is tied in with the Treasury and the 
Bureau of the Budget, and in recognition of the work done by the 
agencies, we bring together each year, in the progress report, the 
achievements under this program. 


STAFF ASSIGNMENTS 


Mr. Tuomas. Give us a breakdown of how you would use these 
107 people. 

You have 4 people in the Post Office Department, and 4 people in 
the Veterans’ Administration. Give us a statement at this point 
in the record on the allocation of your 107 personnel. 

Mr. Brasrietp. The average number on the job would be 100. Of 
that group, the largest number are those working directly in the 
offices of the agencies, which, in the estimates for 1956, was 64. The 
level has been maintained at 64. 

Mr. Tuomas. There is a table on page 104, but it is not exactly 
what we want. I would rather have you go ahead and break it down. 

You mention 64 out of 107 that you have working with the agencies. 

Mr. BrasFIELp. Yes, sir; working on agency problems, or an indi- 
vidual agency job. 

Mr. Tuomas. Where is your breakdown? 

Mr. Puitiies. How many do you have in the Post Office Depart- 
ment, and how many do you have in the armed services? 

Mr. CampseE ut. Mr. Frese has direct charge of that. I will ask 
him to make a statement. 

Mr. Tuomas. Yes. 

Mr. Frese. As was indicated a while ago, these fluctuate some, 
but this is approximately it. In Agriculture, there are 4; in Commerce, 
2; in Defense, 13; in Health, Education, and Welfare, 3; in Interior, 3; 
in Justice, 1; in Post Office, 6; in State (including the International 
Cooperation Administration), 4; the Treasury, 6; and the Veterans’ 
Administration, 3. 

Then there are five to cover a long list of smaller independent 
agencies. 

Then, in addition to that number, we have six at the supervisory 
level who have broad responsibilities running over a number of 
agencies. There are also others who work on governmentwide pro- 
cedures and others on special projects, such as the electric check 
processing project and other applications of machine methods. 

Mr. Tuomas. How many of them do you have tied up doing this 
work, out of this 107? How many accountants, or auditors, do you 
have engaged in it, 75 or 80? 
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Mr. Frese. You mean working directly with the agencies? 

Mr. Tuomas. Yes; out of the 107 people allocated to this Division, 
how many are auditors or accountants? 

Mr. Frese. That breaks itself down to 76 accountants now on the 
rolls, Mr. Chairman. 

Mr. Tuomas. And other supporting personnel? 

Mr. Frese. And 16 supporting personnel. 

Mr. Tuomas. That is very fine work. 

Mr. Frese. We always have several on special congressional assist- 
ance assignments and special assignments of an overall nature. 

Mr. Tuomas. Well, you do not use that personnel regularly for 
investigative work or anything like that, or auditing work requested 
by Congress, do you? 

Mr. Frese. Yes, sir; particularly on special surveys. 

Mr. Tuomas. You do? 

Mr. Frese. Yes, sir. 


OFFICE OF ADMINISTRATIVE SERVICES 


Mr. Tuomas. Mr. Reporter, insert page 108 of the justifications in 
the record at this point. 
(The matter referred to is as follows:) 


OFFICE OF ADMINISTRATIVE SERVICES—ScOPE AND NATURE OF WoRK PROGRAM 


Actual or estimated eeepeneny —Personal services 


| : . 
se | Average : . | Change in 
—_ ond . | * enterian | 
Fiscal year ae Number | number | Nét salaries | salaries 
ee ee | —= venemenian’ | 
1956 307 | 300 $1, 224, 600 
1957-. | 306 | 300 1, 230, 000 +$5, 400 
| 


For the fiscal years 1956 and 1957 the Office of Administrative Services will 
require the services of an average of 300 employees to effectively handle the 
estimated workloads in its various operations. 

Since the establishment of this organization in October 1953, constant analysis 
of all operations has resulted in the elimination of certain functions and the 
application of improved procedures and methods to other functions. Personnel 
savings have resulted with no loss in the overall efficiency in the many and varied 
functions performed. 

The budget request has been prepared on the basis of the minimum personnel 
requirements to perform the activities of the two branches of this organization. 
A brief description of the scope of the work performed by each of the branches is 
outlined below. 


Mr. Tuomas. For the Office of Administrative Services, there is no 
change in personnel. You had an average of 300 this year and the 
estimate for 1957 is 300. 


For the fiscal years 1956 and 1957 the Office of Administrative Services will re- 
quire the services of an average of 300 employees to effectively handle the esti- 
mated workloads in its various operations. 

Since the establishment of this organization in October 1953, constant analysis 
of all operations has resulted in the elimination of certain functions and the appli- 
cation of improved procedures and methods to other functions. 


What is the breakdown on this, gentlemen? 
Mr. CampBELL. As to personnel? 
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OFFICE FUNCTIONS AND STAFF ASSIGNMENT 


Mr. Tuomas. As to activities and duties. 

Mr. CampBe.u. Mr. John Feeney is our administrative officer who 
supervises this office, Mr. Chatman, and he will give you the details 
on this. 

Mr. Frensy. We have two branches. The Budget and Finance 
Branch is charged with the preparation and execution of the budget, 
the maintenance of the administrative accounting system, and the 
handling of payroll, leave, and retirement matters. The Records 
Management and Services Branch is charged with records manage- 
ment functions, procurement of supplies, and so on, and buildings 
management services. 

In the Budget and Finance Branch, we have three employees in 
the office of the chief of the Branch. In the Administrative Finance 
Section we have 25, and in the Payroll, Leave, and Retirement 
Sections, 24. 

In the Records Management and Services Branch, we have 10 
emplovees in the office of the chief of the Branch. 

Mr. Tuomas. What are their duties? 

Mr. Fernny. They analyze and approve programs of departments 
and agencies pertaining to the retention, disposal, and transfer of 
fiscal and accounting records, as well as those of the General Account- 
ing Office, and perform buildings management functions, and so on. 

Mr. Tuomas. That is too many people, is it not? 

Mr. Feeney. With all of the activities we have in there, it is not 
too many. 

Mr. Tuomas. Go ahead, Mr. Feeney. 

Mr. Freeney. In the Records Information Unit, we have 19. 


DISPOSAL OF RECORDS 


Mr. Tuomas. How much business are you doing with Dr. Grover’s 
group on the disposition of old records? 

Mr. Frenry. We are werking with them every day. 

Mr. Tromas. How many cubic feet or square feet have you dis- 
posed of? 

Mr. Freeney. During the fiscal year 1955 we disposed of 169,457 
cubic feet of records. 

Mr. Tuomas. This agency ought to take the lead in it so you would 
be in a position to take the others by the hand and say, “‘Look, here 
is what we have done.” 

Mr. Freeney. During the fiscal year 1955, we disposed of 1,362,000 
pounds of checks for which we obtained $30,856. 

Of tabulating cards, carbon copies of accounts, and miscellaneous 
records, we disposed of 2,860,000 pounds for which we received 
$35,000. 

Mr. Tuomas. Go ahead and put in the record what you disposed of. 
The way it adds up so far, it is not very much. 

Mr. Freeney. It is in records disposed of, but not in the amount 
received for them. During the fiscal year 1955 we disposed of ap- 
proximately 12 percent of what we had on hand at the beginning of 
the year, or twice what we received and generated during the year. 

Mr. Tuomas. It is not the dollars and cents you are getting, but 
it is what you are saving by getting rid of the storage space. 
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How many cubic feet or square feet of records do you have on 
hand? 

Mr. Freeney. As of June 30, 1955, we had on hand 1,282,828 
cubic feet of records. We have 4 warehouses in Cameron with a 
total of 500,000 square feet. 

Mr. Tuomas. You mean that is under your jurisdiction? 

Mr. Freensy. We have four warehouses assigned to us by GSA 
for records out there. 

Mr. Tuomas. Under their jurisdiction or yours? 

Mr. Freeney. The records are under our jurisdiction. The buildings 
are under the jurisdiction of GSA. 

Mr. Tuomas. Are they old records or active records? 

Mr. Freeney. They are active records. 

Mr. Tuomas. You have not declared them surplus to GSA; have 
you? 

Mr. Freeney. All of our records have been reported to the General 
Services Administration on disposal schedules. 

Mr. Campspe.u. Mr. Chairman, these records, of course, are not 
records created in the General Accounting Office. These records 
here have come in from all of the various agencies of the Government. 

Mr. Freney. Yes, disbursing office records, for instance, which 
have been sent in for audit and which have been audited, and are now 
on file. 

Mr. Tuomas. You have two types of records, your own records 
and then those that you are working on. As a general rule, what do 
you do with the records you are working on after you complete your 
investigation of them? 

Mr. Freeney. We retain them in accordance with schedules which 
have been approved by the General Services Administration and the 
Congress. 

Mr. THomas. You are just a custodian, in that regard, and it 
would not be proper to dispose of those records without the consent 
of the original maker of them? 

Mr. Freeney. The law provides that the General Accounting Office 
shall preserve all accounts which have been finally adjusted until 
disposed of according to law. The disposal standards adopted by 
the Office take into consideration the interests of the other depart- 
ments and agencies. 

Mr. Tuomas. What about your own records that you generate; 
how many square feet of those do you have? 

Mr. FEreney. Approximately 100,000 cubic feet. Practically all 
of our records come in from other agencies. We are not generating 
much except housekeeping records, which are disposed of from year 
to year. 

Mr. Tuomas. Do you do that? 

Mr. FEENEY. Yes, sir. 

Mr. Tuomas. That is a mark for you, then. 

Mr. Freeney. Yes, sir. 

Mr. Tuomas. How many square feet did you dispose of last year 
of your own records, those that you generated? 

Mr. Feeney. We do not have that as a separate figure. It is 
included in the total of 169,457 cubic feet of records disposed of during 
the fiscal year. 
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Through the operation of our disposal program we expect to return 
to the General Services Administration within the next few months 
approximately 80,000 square feet of space at Cameron, Va. 

Mr. Tuomas. Go ahead and give the breakdown on your other 
personnel. 

Mr. Feenry. The Records Information Unit has 19. In the 
Research and Service Unit at Cameron, we have 121 people. 

They service requests for documents, transcripts thereof, and so 
forth. 

Mr. THomas. You mean from the originator of the record? 

Mr. Feeney. Yes; and from the courts, individuals, and other 
branches of the General Accounting Office. 

Mr. CampsBe.tu. For example, Mr. Chairman, one of your people 
may want to go back on a claim or an audit of some kind and it will 
come in to us and then it goes over to Mr. Feeney’s group, and they 
have to go back into the records to find it. 

Mr. Tuomas. Better than one-third of your people are servicing 
those records—120 of them? 

Mr. Freeney. That is right. 

Mr. Puiuurps. But after 8 years, you throw them away? 

Mr. Freenry. The checks are kept for 8 years. 

Payrolls we have to keep for 56 years. Accounts and vouchers 
from 5 to 12 years. 

Mr. Puiuures. Do you microfilm them? 

Mr. Frrenry. We looked into that some years ago, Mr. Phillips, 
and the cost was determined to be considerably more than the cost 
of maintaining space. 

In the case of transportation records, we have kept some of them 
25 years. There are still court cases pending in which they might be 
involved. 

Mr. THomas. You did not give us any breakdown. You say: 

The Records Management and Services Branch is charged with many functions 
in the field of records management which includes the preservation, disposal, and 
security protection of selected records— 
and so forth. 

What is the daily workload of that group of 120 over there? 

Mr. Frrneny. During the fiscal year 1955 approximately 3,500 


reference requests were handled each workday. 


Cuiaims DIvIsIon 


Mr. Tuomas. Mr. Reporter, we will insert page 117 of the justifica- 
tions in the record at this point. 
(The matter referred to is as follows:) 
Cuarims DivisiIon—ScorgE AND NATURE OF WoRK PROGRAM 


Actual or estimated obligations—personal services 


Change in 
salaries 


Average | 
number | 
| 


Fiscal year Net salaries 


Number | 
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700 $3, 900, 500 |......- 


700 | 853, 400 —$47, 100 
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The claims-settling function of the General Accounting Office is performed under 
authority of section 305 of the Budget and Accounting Act of 1921. While 
innumerable transactions involving disbursement and collection of Government 
funds are consummated daily by the various Government establishments in the 
normal course of operations, subject to postaudit by this Office, unsettled ac- 
counts involving intrinsic doubt as to (1) validity or propriety or payment, or 
(2) amount or propriety of debts due the Government, are submitted here as 
claims for settlement action with a view to payment, disallowance, or collection. 
In addition certain unpaid accounts, such as those involving lapsed appropriations, 
are required by law to be submitted to this Office for approval before payment 
even though an element of doubt may not exist. 

All claims received in the General Accounting Office are processed by the Claims 
Division except those involving common carriers incident to rates, fares, and 
charges which are processed by the Transportation Division. 


Mr. THoMas (reading): 


The claims-settling function of the General Accounting Office is performed 
under authority of section 305 of the Budget and Accounting Act of 1921. While 
innumerable transactions involving disbursement and collection of Government 
funds are consummated daily by the Government establishments in the normal 
course of operations, subject to post audit by this Office, unsettled accounts 
involving intrinsic doubt as to (1) validity or propriety of payment, or (2) amount 
or propriety of debts due the Government, are submitted here as claims for 
settlement action with a view to payment, disallowance, or collection. In addi- 
tion, certain unpaid accounts, such as those involving lapsed appropriations, are 
required by law to be submitted to this office for approval before payment even 
though an element of doubt may not exist. 

All claims received in the General Accounting Office are processed by the Claims 
Division except those involving common carriers incident to rates, fares, and 
charges which are processed by the Transportation Division. 

I notice a decrease here in salaries, yet the number of positions is 
the same. 


CLAIMS AGAINST THE UNITED STATES 


What about these branches; how many people do you have in them? 

Mr. A. B. THomas. We have 300 people engaged in settlement 
activities. 

Mr. TuHomas. (reading): 

While the basic statute authorizes the General Accounting Office to settle and 
adjust all claims against the United States, Congress has since enacted several 
statutes authorizing certain Government establishments to settle and adjust 
claims arising out of their own activities. 

What are those amounts, are they claims with a $1,000 or a $500 
limit? 

Mr. Keuuer. There are certain specific statutes which give agencies 
authority to settle claims. For example, the Internal Revenue Service. 

Mr. Tuomas. Well, in court actions and so forth, there is usually 
a dollar limitation on them. 

Mr. Keuuer. Many of the agencies have no limit on their claims 
settlement authority. 

Mr. Tuomas. Summarize at this point in the record if you will, and 
leave out the historic and narrative part, the different types of claims. 

(The information requested is as follows:) 


CLaIMs SUMMARY 


Claims against the United States which are settled in the General Accounting 
Office fall into two basic categories, namely (1) claims which involve doubtful 
questions of law or fact and (2) those which are required by law to be submitted 
for approval prior to payment. Included in the latter are claims which are 
payable from appropriations which have expired for expenditure purposes. The 
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types and classes of claims are varied and although the doubtful claims represent 
a numerical minority of the total transactions of the Government, the aspects of 
such claims are as variable as the transactions. These include matters involving 
compensation and travel of civilian and military personnel, contracts awarded to 
other than low bidders, errors in bids, defaults, extra work, liquidated damages, 
change orders, and cases involving bankruptcy and fraud. 


Dest CLAIMS 


The extensive activities of the Government give rise to multiple transactions, 
and with the numerous laws, rules, and regulations for application it naturally 
follows that debts due the Government arise. They may arise through default 
of a contractor, illegal payments, improper payments, et cetera. As these debts 
are discovered, in the regular course of operations the department or agency 
attempts recovery thereof. However, a substantial number are determined to 
be administratively uncollectible, and current regulations require generally that 
these claims be submitted to this Office for further collection action. 

The Claims Division receives and processes such debt matters except those 
arising through departments, agencies, and establishments which have by law 
been specifically authorized to take all steps necessary to enforce collection, 
ineluding litigation when appropriate, and those involving common carriers, 
incident to rates, fares, and charges. 

Debt claims referred to this Office and the resulting collections have made it 
necessary to mechanize operations. 


Mr. THomas. You have a field section and a Washington branch 
on debt matters. 


WORKLOAD AND PERFORMANCE DATA 


We get to your table where you have some itemized statements 
here. Let us put the workload table in the record on page 127 and 
page 128 of your justifications. 

(Tables referred to follow:) 
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Workload and performance data, General Accounting Office—Division of Claims 


Production data 


Activity — ’ Receipts pi~y : 
—— . Produc-| Man- | Perman . 
tion years yeul 
Civil Claims Section _- 1954 9 157 
1955 34, 388 43, 545 37, 643 99 380 5. G02 
1956 32, 974 38, 876 32, 378 79 410 6, 408 
} 1957 32, 200 33, GUS 31, 904 7s 410 6, 704 
Civi] Review... ...-- cascul Gee te 701 
| 1955 32,799 | 33, 500 32, 975 22 1, 499 525 
| 1956 28, 492 29, O17 28, 208 19 1, 484 SOY 
} 1957 28, 154 28, 963 28, 208 19 1, 484 755 
Military Claims. - --- coe | 1954 9, 073 
|} 1955 46 939 56, 012 51, 832 87 595 | 4, 180 
| 1956 | 40,900 45, O80 41, 580 66 630 3, 500 
| 1957 | 30,800 | 34,300 | 32,700 59 554 1, 600 
Military Review 3 us 1954 | | 9 774 
| 1955 45, 148 47, 922 47, 158 27 1, 746 764 
1956 36, 613 37, 377 36, 730 22 1, 670 647 
|} 1957 | 26,980 | 27, 627 27, 000 18 1, 500 | 627 
Debt Claims (Washington) - - _- 1954 105, 909 
| 1955 55,775 | 161,484 | 58, 905 155 380 | 102,779 
| 1956 51, 368 154, 147 63, 000 216 201 | 91, 147 
Z 1957 51,368 | 142,515 | 63,000 216 291 | 79,515 
Debt Review __- : .| 1954 | 1, 433 
1955 21, 102 22, 536 21, 273 19 1,120 1, 263 
1956 25, 000 26, 263 25, 200 24 1,050 1, 063 
1957 25,000 | 26,063 | 25, 200 24 1,050 AOS 
Indianapolis... -.....-.- sasha 1954 | 38, 390 
1955 5O, 655 89, 045 22, 311 | 60 372 66, 734 
1956 36, C00 | 102, 734 24, 700 65 380 78, 034 
1957 36,000 | 114,034 | 30,000 | 78 385 84, 034 
Cl es ticrccccci a2i)5, wo 1954 : | 19, 487 
1955 3, 474 22, 961 22, 961 11 2, 087 
Indian Tribal Section __-...._---- i Se Beccce : 72 | 
1956 . 78 
1957 78 
Claims Service Section _-__- 1955 | 115 
1956 97 
1957 96 
Administrative-_-._--- 6 salsialbattatvbiais ixadee ak a 34 
| 1956 | 34 
1957 34 
IES Gi Westen catacasee ceca taee cae 1955 af oe ‘ 701 
| 1956 : 2 700 
ee) Uaneiernc 700 


FIELD OFFICES 


Mr. Tuomas. Where are your field offices located? 

Mr. Kewuer. Indianapolis is the only one. 

Mr. Tuomas. What about Cleveland? 

Mr. Ketuer. The Cleveland work, which was concerned with over- 
payments to naval personnel, reached the position where we could 
no longer justify maintenance of the office. It has been discontinued. 

Mr. Tuomas. What is the jurisdiction of the Washington office? 

Mr. Ketter. The Washington office covers everything except the 
military debt work being carried out in Indianapolis. 


TRANSPORTATION DIVISION 


Mr. Tuomas. Put page 132 in the record at this point, Transpor- 
tation Division. 
(Page referred to follows:) 


72350—56—pt. 2 27 
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TRANSPORTATION DiIvist1ON—ScoPpE AND NATURE OF WorK PROGRAM 


Actual or estimated obligations—Personal services 
g 


| 


Average Change in 





Fiscal year | Number nena Net salaries eileen 

| salaries 
NE ieee ee eras ee ateeee isa 1, 405 1, 350 $6, 470, 500 b Soe. 
ice cata cnvieelenkndiobewabbans 1, 375 1, 325 6, 327,400 | —$143, 100 


Bills of common and contract carriers for freight and passenger transportation 
services furnished on Government bills of lading and transportation requests and 
for a substantial number of Government shipments moving on commercial bills 
of lading are examined for compliance with applicable tariffs, rates, and special 
rate and fare agreements only in the Transportation Division, which collects 
directly from carriers’ overpayments made for such services. Also, the Trans- 
portation Division adjucicates generally all claims by and against carriers of all 
types in connection with freight and passenger transportation services furnished 
the United States and prepares drafts of reports to the Attorney General in con- 
nection with all suits by and against the United States involving transportation 
rates and charges and assists in the conduct of trials relating to such matters. 

The Transportation Division during the fiscal vear 1955 collected directly from 
carriers and deposited into the Treasury the sum of $38,512,444. 


Mr. Tuomas. Mr. Hoagland has 1,350 people this year and is going 
to cut that down to 1,325. Do you mean our transportation load has 
fallen off? Cost of $6,470,500 last year against $6,327,400 this year. 
I note one sentence here that is worthy of repetition above the rest 
of them. That is, we deposited in the Treasury during fiscal 1955 the 
sum of $38,512,444 which was collected directly from carriers and 
deposited in the Treasury. By virtue of what? 

Mr. KELLER. Overpayments. 


WORKLOAD AND PERFORMANCE DATA 


Mr. Tuomas. Put page 133 in the record. 
(Page referred to follows: ) 


During the fiscal year 1955, the Transportation Division examined 3,993,123 
bills of lading and 3,209,821 transportation requests; furnished other Govern- 
ment agencies information as to 87,124 rate situations; reaudited 5,730,558 bills of 
lading and 3,000,716 transportation requests; adjudicated or settled 40,674 
freight and 4,689 passenger transportation claims; settled 9,980 claims by the 
United States against carriers in connection with free billing, administratively 
reported debts and export traffic; disposed of 40,607 appeals and protests in con- 
nection with actions taken; reported debts totaling $1,651,789 to the Department 
of Justice for collection involving 7,095 bills of lading and transportation requests; 
and considered and furnished reports to the Attorney General as to 17,989 bills 
of lading and transportation requests, each of which was the subject of legal 
action against the United States. In the performance of this work there were 
issued to carriers of all types 118,157 freight and 53,550 passenger notices of over- 
payment in the aggregate sums of $41,772,949 and $9,481,409, respectively. In 
addition to direct collections and deposit of $38,512,444 the Transportation Divi- 
sion collected and forwarded to administrative agencies refunds from carriers 
aggregating $334,405, and there were issued—in connection with Reconstruction 
Finance Corporation liquidation—notices of overpayments to carriers of over 
$800,000 due to audits and formulas furnished by the freight subdivision respect- 
ing vouchers RFC had submitted to the Division for examination. 


Mr. Tuomas (reading): 


During the fiscal year 1955, the Transportation division examined 3,993,123 
bills of lading and 3,209,821 transportation requests; furnished other Government 
azencies information as to 87,124 rate situations; reaudited 5,730,558 bills of 
lading and 3,000,716 transportation requests; adjudicated or settled 40,674 
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freight and 4,689 passenger transportation claims; settled 9,980 claims by the 
United States against carriers in connection with free billing, administratively 
reported debts, et cetera. 

It is a good record. How much did you collect for the first 6 months 
of 1956? 

Mr. Hoacuanp. A little over 20 million. 

Mr. Tuomas. How much is your total administrative cost including 
other objects for fiscal 1956, $6,470,000? That is ‘Salaries.”” W hat 
about the “Other objects”? What is your total cost of your billing 
bureau, roughly 7 million? 

Mr. Feeney. $122,000 is “Other expense.” 

Mr. Tuomas. Less than 3 percent. Off the record. 

(Discussion off the record.) 

Mr. HoaGuanp. We feel our people have done a _ job. We have 
constantly been reducing so we don’t have to face a RIF program 
some time. We are trying to anticipate several years in advance 
what our workload may be ‘and reduce because when we complete the 
reaudit of these wartime accounts, of course that work will drop off. 


TRAFFIC MANAGEMENT 


Mr. Tuomas. Is there any duplication in the effort of your auditing 
division with that of General Services Administration? What is the 
function of General Services compared with yours? 

Mr. Hoacianp. They are not doing any auditing as such of trans- 
portation matters. They furnish rate information to other agencies. 
They are supposed to improve management in connection with ship- 
ments and the Department of Defense—— 

Mr. THomas. Do you not do that, too? 

Mr. Hoaauanp. We cooperate with the Department of Defense 
and GSA and others. 

Mr. Txomas. One of these is supposed to be a group teaching 
other agencies how to properly ship and properly get the cheapest 
rate, and so on. Who is the professor in that group? Is it your 
group or General Services? 

Mr. Hoaguanp. I would say primarily General Services and the 
Department of Defense has its own group, and we cooperate and 
meet with them. 

Mr. Tuomas. How many of the big agencies have their own group; 
all of them? Group of rate experts, I am talking about. 

Mr. Hoaauanp. They all have certain rate experts so far as | 
know. 

Mr. THomas. When we get through there is no professor group in 
the crowd? Each one claims to be its own professor. 

Mr. Keuuer. It varies with agencies. Agriculture in shipping 
commodities has a sizable staff engaged in traffic management. 

Mr. Tuomas. What we are trying to get at is how effective and 
what does the General Services Administration group amount to in 
the field of transportation. Who are the big shipping agencies— 
Agriculture? Armed Services? Of course the General Services 
Administration is a tremendous shipper themselves in the storage of 
critical materials. 

Mr. Keuuer. As I recall, the control that was given over to GSA 
under the Federal Property Administrative Services Act of 1949 
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gave GSA a responsibility for traffic management, but exempted a 
number of areas. That may be one of the problems. I think Defense 
operates fairly independently. 

Mr. Tuomas. Do they not all do that? 

Mr. Keturr. I believe I am correct in saying that Agriculture 
operates fairly independently of GSA. Agriculture is, of course, a 
large shipper of commodities. 

Mr. Tuomas. At some time in the not too distant future I wonder if 
the General Accounting Office will take a look at these activities not 
in the field of auditing bills of lading, and so forth. But we have all 
the big agencies with their own group of transportation experts, 
including the General Services Administration. Let us look at all of 
them and see if there is any duplication involved. 

Mr. Ketuer. You will recall, Mr. Chairman, that the Hoover 
Commission report on transportation recommended more control 
under GSA. 

Mr. Tuomas. What did the Hoover Commission report say and 
recommend? 

Mr. Ketuer. As I recall the commission suggested a strengthening 
of GSA’s hand in the traffic management field insofar as civilian 
agencies are concerned. I believe there was a bill introduced in the 
last session of Congress to carry out this recommendation. 

Mr. Tuomas. The great trouble with a good many fields of activity 
in the General Services Administration is that the statute puts some 
duty upon them to more or less be the bellwether in those particular 
fields but doesn’t give them any authority to enforce their jurisdiction 
to the exclusion of A, B, C, D, E, or any other number of agencies, and 
in the final analysis it is unfair to General Services Administration. 

I think it would be very effective in carrying out the recommenda- 
tions of the Hoover Commission report and in strengthening the hand 
of GSA if the General Accounting Office would take a look and, being 
perfectly factual as you always are, if there is a duplication here and 
there, we would like to know it; and furthermore we would like to have 
the benefit of your judgment in the matter. 

Let us look at audits. 


Division or AuDITS 


Mr. Tuomas. This is your big activity, 2,879 employees against 
2,965 this year, an increase of 86 people. Insert pages 146, 147, 148, 
149, 150 and 151. 

(Pages referred to follow:) 

Division oF Aupirs—Score anp NATURE OF WoRK PROGRAM 


Actual or estimated obligations—Personal services 











rae 7 Average r aie Change in 
Fiscal year | Number | caeehar Net salaries | ores ol 
a 2, 879 | 2,794 | $14,907,000 |......----.--- 
OU ds iain ened tied ala Gtgthiaensecapina ei nella seit | 2, 965 2, 850 15, 250, 500 +$343, 500 











Auditing for the Government except for the audit of payments to carriers, 
which is the assigned function of the Transportation Division, is the responsibility 
of the Division of Audits. 
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NATURE OF WORK 


Audits made by the General Accounting Office, Division of Audits, are designed 
to provide a basis for settlement of accountable officers’ accounts and to determine 
how well the agencies are managing their financial affairs. These activities are 
carried out through a Washington staff, 19 regional audit offices, and 3 military 
audit branches located outside of Washington. Audits made by the Division of 
audits fall into three general categories which may be identified as: 

1. Comprehensive audits. 

2. Other site audits. 

3. Centralized audits, including: 

(a) Centralized audit and settlement of accounts. 
(b) Reconciliation of checking accounts. 

Comprehensive audits—The term comprehensive audit is applied to those 
audit assignments which are designed to carry out all the audit responsibilities 
of the Office in a single package approach. Stated as simply as possible, the 
purpose of the comprehensive audit is to determine how well the agency or activ- 
ity under audit has discharged its financial responsibilities. 

Other site audits—Other site audits include (1) audits of salary payments to 
civilian employees of the Government, (2) audits of payments under cost-type 
contracts, (3) surveys of military procurement practices, and (4) special audits 
of specific agencies or activities of the Government. 

The primary objectives of the audit of civilian compensation are to review, 
test, and evaluate the procedures established to provide assurance that all appli- 
sable laws and regulations governing pay and leaves of absence are complied with, 
services are being performed in exchange for compensation paid, wasteful and 
unnecessary expenditures for personal services are minimized, and the expendi- 
tures for personal services are properly accounted for. 

The site audit of payments under cost-type contracts is made to evaluate the 
effectiveness with which the contracting agency has discharged its responsibilities 
of supervising the contractor’s activities to insure reasonable contract perform- 
ance at minimum cost. The objectives of this work include also a careful evalua- 
tion of the audit work performed by the auditors in the military departments in 
discharge of their responsibilities, and making use of that work to the extent 
deemed appropriate. 

Surveys of military procurement practices deal primarily with the initial nego- 
tiation and placement of contracts, the majority of which provide for redetermina- 
tion of prices after production cost experience has been obtained. The object 
of this work is to determine the extent to which the contracting agencies follow 
sound businesslike methods to insure that proper value is received for the vast 
sums spent for the procurement of military items. 

The general lack of effective competition and the circumstances under which 
these contracts and price redeterminations are negotiated require thorough evalua- 
tions of contractors’ proposals, effective negotiations, and close attention on the 
part of the military departments to the operating costs and results under the 
contracts as the work progresses. Our reviews of these activities are aimed at an 
evaluation of the practical results under these contracts, including inquiry into 
the underlying causes of weak or extravagant procurement practices, and recom- 
mendations for curative measures. 

Centralized audit.—Except in those cases where accounts are audited on a 
comprehensive or site audit basis, military disbursing officers’ accounts other than 
those of the United States Marine Corps are audited and settled on a centralized 
basis by our Air Force Audit Branch in Denver, Navy Audit Branch in Cleveland, 
or Army Audit Branch in Indianapolis, and civilian disbursing officers’ accounts 
and accounts of disbursing officers of the United States Marine Corps are audited 
and settled on a centralized basis by the Civil Audit Branch in Washington, D. C. 
In performing a centralized audit, giving due regard to internal audits and con- 
trols, our principal efforts are directed to analysis and concentration in areas of 
indicated Weaknesses with a view to recovering erroneous payments and effecting 
remedial action. 

The audit function includes the audit, reconciliation, and adjustment of balances 
in depositary accounts of disbursing officers as reported by them with balances 
reported by the Treasurer of the United States. The depositary accounts are 
rendered separately from the fiscal accounts and, likewise, they are audited and 
reconciled independently of the fiscal accounts. 

Differences disclosed in the regular audit and differences found in the reconcilia- 
tion of depositary accounts are considered when issuing certificates of settlement 
of accounts of disbursing officers and of the Treasurer of the United States. 
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Certificates of settlement are also issued to certifying officers when exceptions have 
been stated against them on account of improper certifications made by them on 
vouchers. 

Administration and supervision.—The audit programs are under the admini- 
strative and technical supervision of the Director of Audits who is responsible 
for division policy and procedures, recruitment and staff management, assign- 
ment of audit programs, budgetary controls, processing of reports, and general 
services. The Office of the Director consists of the Director of Audits, the Deputy 
Director of Audits, the 4 Associate Directors of Audits, the 2 assistants to the 
Director of Audits, the Staff Manager, the administrative officer, and their 
respective staffs. 

The budget request of the Division of Audits is based on the needs of its 4 
functional activities, which are performed by 8 operating units, as shown below 

1. Comprehensive audits: Washington operations and field operations. 

2. Other site audits: Washington operations and field operations. 

3. Centralized audits: Air Foree Audit Branch, Army Audit Branch, Navy 
Audit Branch, Civil Audit Branch, Depositary Accounts Branch. 

4. Administration and supervision: Office of the Director. 

During the fiscal year 1956 the audit of the Veterans’ Administration was 
converted from the centralized to the comprehensive audit basis. The expansion 
of the comprehensive audit program resulted in a decrease in the number of 
employees required in the Washington branches and led to the abolishment of the 
Examination and Settlement Branch and the consolidation of the settlement 
functions with the Civil Audit Branch. 

It is estimated that the Division will employ 2,875 persons in fiscal year 1957. 
The workload estimates for Washington operations are based on the past per- 
formance of the Washington staff. The workload estimates for the regional audit 
offices are estimates of the work to be performed by the 1,030 people expected to 
be employed in 1956 and the 1,117 in 1957. The estimates for the five audit 
branches are based strictly on the expected workload. 

There is furnished after this narrative statement a listing of the field activities 
of the Division of Audits according to location and staffing and a statement 
showing the nature of the audit work performed in all departments and agencies 
of the Government. 

AUDIT ACCOMPLISHMENTS 


During the fiscal year we issued 95 audit reports to Congress and 116 audit 
reports to agency officials. 

Collections resulting from exceptions taken in the audit amounted to $9,816,665. 
The amounts collected according to audit activity are shown below: 


ir rere ONIN od Sor) i Ce ON a oa be oes $2, 959, 905 
Paper PIII 0 8 rr en nt 1, 289, 660 
tian cs vanekbab eh weetbhaneaad 1, 075, 185 
I III ot, Sore 86 es SS 8 he oe atta a 356, 621 
NN CONN MOND So wd aici oa Seek nde desc nk wwe cu 62, 235 
Washington operations and regional audit offices. __._-...------- 4, 073, 059 

BE att Ee nob ae ba nak waded dee hw aANE ene ais 9, 816, 665 


Mr. Campsetu. Mr. Brasfield will discuss these activities generally 
Mr. Morse and Mr. Powers may have some details to offer. 

Mr. Tuomas. We will be delighted to hear from them. 

Mr. BrasFietp. Mr. Chairman—— 

Mr. Tuomas. Give us some details. You might tell us about some 
of your procurement surveys, cost-plus subcontracting audits, over- 
procurement of aircraft engines, insurance on airplanes in the open; 
contract audits which resulted in elimination of loss on surplus parts, 
and a redetermination of overhead. You have made innumerable 
investigations, have you not, of military pay and allowance such as 
lump-sum leave and retroactive pay? What about the Civil Aero- 
nautics board audit? 

Mr. BrasFievp. I will ask Mr. Morse to discuss the audit of that 


agency. 
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CIVIL AERONAUTICS BOARD AUDIT 


Mr. Morse. We have had a group over there for about a year to 
inquire into their activities, and we have made numerous recom- 
mendations to the agency. 

Mr. Tuomas. Did you read the hearings of last year where I tried 
to go into the subject with their own people? 

Mr. Morse. Our people have read them. I am not familiar with 
them. 

Mr. Tuomas. If there is any agency that needs strengthening of 
the audit procedures and amount of it, it is the Civil Aeronautics 
Board. All these operating subsidized lines keep their good men 
right in there looking and listening and talking and figuring every 
day, and you have a handful of auditors over there. You cannot 
expect too much. They are behind with their work. I hope you go 
back in there and come up with something constructive. It may be 
-_ you may have to hold their hands a period of a few months or a 

ar like you did the Maritime Administration because they need you 
4 need you badly now, not 6 months from now or a year from now. 
They have needed you the last 4 or 5 years in my judgment. 

Mr. Kexuer. We have an audit report in process now. 


EXAMPLES OF AUDIT ACCOMPLISHMENTS 


Mr. THomas. Do you have any specific examples? I think you 
ought to tabulate in 2 or 3 columns something you have done in the 
many fields without my putting all this voluminous amount of work 
you have done, put it more or less in a table here, a tabulation. 

Tell us some of your outstanding accomplishments this year, what 
you expect to do next year. 

Mr. BrasFIeELD. We will be glad to put in the insert you suggested. 

(The information requested is as follows:) 


TABULATION OF SELECTED Aupit ACCOMPLISHMENTS 


Listed below are a number of specific audit accomplishments resulting from 
the regular work of the Division of Audits. Most of them relate to work performed 
during the fiscal year 1955, although in some cases the work was begun earlier. 
It is not intended to be a complete list of all accomplishments, but it does illustrate 
the type of audit work being done, its diversity, and some of the results. In 
many cases, a reasonable estimate of the dollar savings resulting from the audit 
finding can be made. Sometimes such savings can be measured, at least in part, 
by the actual recovery of funds, particularly where erroneous or otherwise improper 
payments have been made. The full benefit of audit findings, however, cannot 
usually be measured by dollar recoveries or savings because there are intangible 
benefits which result from changes in procedures intended to strengthen manage- 
ment control over financial transactions and to prevent recurrence of improper 
or improvident expenditures. In some cases, the entire benefit is of such nature 
or of a nature which results in an operation or activity of the Government 
being carried out in a more effective or more efficient manner. 








Survey of procurement practices of Army Ordnance 
Corps: 

Reduction in contract prices resulting from inser- 
tion of price redetermination clauses in 2 firm 
fixed-price contracts. 

Elimination of profit on plant rearrangement and 
installation expense and reduction of profit rate 
applicable to special tooling and spare parts. 

Reduction in overhead rates on a fixed-price con- 
tract 


Elimination of duplicate export packaging ..------ | 


Reduction in contract price by correcting errone- 
ous rate for State gross income tax included in 
contract price, 

Discontinuance of special employee cost-of-living 


allowance with no time limitation included in | 


fixed-price contract subject to periodic price 
redetermination. 

19 other specific items involving savings of less 
than $50,000 each. 


Total applicable to survey of Army Ordnance | 


procurement practices. 


Review of Air Force procedures for determining spare 
aircraft engine requirements: 
Termination of 1,633 J-47 engines under contract 
as being in excess of requirements. 


Termination of negotiation of 165 additional"J-47 | 


engines for MDAP since excess engines of a simi- 
lar series were available. 
Military contract audits: 
Negotiation by Army of reduction in payments to 
CPFF contractor for home office general and ad- 
ministrative expenses. 


Obtaining by Navy of distributor’s discount” of 


approximately 20 percent for purchases made by 
a CPFF contractor. a -Se 
Picatinny Arsenal’ Reduction in operating costs as a 
result of reduction in number of motor vehicles in use 
at arsenal following our recommendation that use of 


smaller vehicles be reduced by more efficient use of | 


buses. 


Military Sea Transportation Service: 
Recovery of overcharges by commercial ship oper- 
ators for payroll taxes. 


Refunds from contractors as a result of more inten- 
sive examination of charter settlements 


Military pay and allowances: 

Disclosure of overpayments of lump-sum leave due 
to failure to properly record leave in leave rec- 
ords. Amount disclosed resulted from audit 
work during fiscal year 1955, of which $350,000 
has been recovered. 


Establishment by Navy of improper payments to 
retired officers who were also receiving salaries 
from Federal agencies in contravention of dual 
compensation statutes. This review was made 
by the Navy pursuant to our suggestion. 

Atomic Energy Commission: Elimination of facilities 
maintained in Chicago and Los Angeles which dupli- 
cated those in Los Alamos, N. Mex. 

General Services Administration: 

Additional billings to private industry for erude 
natural rubber purchased and originally billed 


at prices lower than those specified in governing | 


contracts. 

Recovery of overpayment on purchase of titanium 
originally billed, contrary to contract terms, at a 
price higher than the market price. 


See footnotes at end of table, p. 1385. 


Estimated 
savings which | 
| can be | 

measured in 
dollars | 


$1, 230, 000 | 
401, 000 | 
272, 000 
250, 000 | 
234, 000 


90, 000 | 





200, 000 





90, 000 


725, 000 | 


200, 000 





2 200, 000 


220, 000 





72, 405 


Benefits not measurable 
in dollars 


We believe that adoption of cor- 
rective measures in these spe- 
cific instances led to the appli- 
ation of improved procedures 
in connection with other simi- 
lar cases. 

Of even greater significance than 
the tangible savings, however, 
were the numerous cases in 
which managerial controls were 
strengthened. The savings re- 
sulting from such improve- 
ments cannot be measured 
dollarwise. 


Strengthened management of en- 
gine programs as a result of im- 
proved internal controls and 
reporting procedures. 

Do. 


This is a recurring saving. Also 
involved was the replacement 
of a number of skilled me- 
chanics with helpers, which 
resulted in economies without 
decreasing operating effective- 
ness. 


Strengthening of preaudit pro- 
cedures to insure detection of 
possible overcharges in future. 

Revision of procedures to insure 
more thorough review of con- 
tractors’ invoices before settle- 
ments are made. 


Continued weakness in this area 
has been called to attention o 
Department of Defense which 
is currently reviewing and eval- 
uating methods and procedures 
of computing and recording 
military leave. 

Discontinuance of improper pay- 
ments of retired pay. 


A recurring savings. 


Strengthened procedures to pre- 
vent recurrence of similar 
errors. 
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| Estimated 


7 , a | 
savings which Benefits not measurable 











can be es 
measured in in dollars 
dollars 
General Services Administration—Continued 
Following our suggestion, GSA took action to $5, 570,000 | Acquisition of surplus tungsten 
cancel a contract for the purchase of tungsten averted. 


trioxide on. basis that contractor was in default 
and the material was no longer in short supply. 
As a result, a substantial sum reserved for pur- 
chase of tungsten was made available for other 
procurement needs. 

Post Office Department: 

Reduction in payments to railroads for mail trans- 265,000 | A recurring savings. 
portation as a result of using current track-dis- 
tance circulars rather than outmoded circulars 
submitted in earlier years. 

Disclosure of abuses of leave.................-..... (4) Substantial reduction in amount 
of sick leave taken and general 
tightening up in leave admin- 
istration. 

Treasury Department: 

Correction of deficiencies and errors on monthly 283,000 | A recurring savings. 
cost reports of a group of 9 banking facilities 
operated on a cost-reimbursable basis. 


Adoption of recommended procedure of auditing 2 25,000 | A recurring savings. 
redeemed savings stamps on a test basis. 
Discontinuance by Coast Guard of the use of 2 100, 000 | Do. 


leased space for supply depot in Seattle, Wash. 
Civil Aeronautics Board: 


Need for independent audits—Based on our re- (4) Adoption of these measures will 
view work, we recommended amendment of provide an improved basis on 
CAB regulation to require air carriers to have which the Board can carry out 


annual audits by independent public account- 
ants, including certification as to conformity 
with system of accounting and reporting pre- 
scribed or authorized by CAB. The Board 
agreed to amend its regulation to conform sub- 
stantially to our recommendation. 

Need for more effective audits—Based on our re- (4) 
view, we recommended that scope of audits of 
air carriers by Board’s staff be expanded and 
that its audit staff be increased in order to keep 
pace with the rapid growth in size and com- 
plexity of air carrier industry. The Board has | 
agreed to this recommendation. 


its regulatory responsibilities 








1 Between $50 and $60 million. 
2A year. 

3 Over 5-month period. 

4 Not measureable. 


Mr. Brasrretp. I will ask Mr. Morse to discuss the immediate 
plans. 


PROGRAM AND AUDIT ASSIGNMENTS 


Mr. Morse. Our plans are to continue our expansion of compre- 
hensive audit work and continue to work at the site wherever we can 
in all agencies where we have people to do it. On page 190 of the 
justifications is a list of all our audit assignments in the Government 
and the type of audit now being made. 

Mr. BrAsFIELD. Yes. 

Mr. Morse. Attached to that, department by department and 
bureau by bureau, is the type of audit work we do. 

Mr. Tuomas. What would be wrong with putting this in the record? 

Mr. Morse. It should be. 

Mr. Tuomas. Let us put pages 190 through 198 into the record. 

(Information referred to follows:) 
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List or Aupit ASSIGNMENTS 


CONTENTS 
Executive branch: 
Department of Agriculture. 
Department of Commerce. 
Department of Defense: 
Department of the Air Force. 
Department of the Army. 
Department of the Navy. 
Department of Health, Education, and Welfare. 
Department of the Interior. 
Department of Justice. 
Department of Labor. 
Post Office Department. 
Department of State. 
Department of the Treasury. 
Executive Office of the President. 
Independent agencies. 
Legislative branch. 
Judicial branch. 
Other audit assignments. 
Audit codes. 
Notes. 


List or Aupir ASSIGNMENTS, SEPTEMBER 1, 1955 
(Arranged by names of agencies) 


Agriculture, Department of: 
Comprehensive audits: 
Agricultural credit: 
varmers come Aaministiauon _-...... 5c een ee oetnmnce 
Agricultural stabilization: 
Commodity Stabiliz.ation Service................-......... 
Commodity Credit Corporation (note 6)__..__-.------------ 
Agricultural stabilization and conservation committees (com- 
munity, county, and State) ____- Sedna nme Lae ahaa 
Federal Crop Insurance Corporation (note 6)_....----------- 
Federal-State relations: 
IN 3 se es Be ce ee ee 
Soil Conservation Service__-_----_-- pis Sets cay axctn aia RROD 
Agricultural Conservation Program Service_.-.._.___------- 
Pree AUODOOT AUG e RIWIOOS foo aw ch as don eceenen nade oooh 
Marketing and foreign agriculture: 
Asrinultural Marketing Service... ..........<..scucncanuccc 


Centralized audits: 
Sen 25 035 ott’, 255 phic eR. ocuedos beeen e wee 
Departmental administration (budget and finance, information, 

library, personnel, plant and operations, hearing examiners) - --- 

OUST ree CERTIOTET TORII. cee min ecnce pens anbomnm 

RST TeE TORO TOTEOD 5 6 cock Soin ck od cawewsbecacdedclsx 

I IN a IR i i En eet ks ies mitnial 

Commodity Mxchanme Asithority . ... .<. ~~... Sod ceeciescnene ns 
Commerce, Department of: 

Comprehensive or site audits: 

Por On ae GR eb. ao i Gica ec acdwadds Gawedew oie 
Civil Aeronautics: Administration... ...............-....-....-:- 
Federal Maritime Board and Maritime Administration__.___- --- 
Inland Waterways Corporation (note 6).......----------------- 
PU eT Sir TORI. oe a ee eo wenebaesnes 

Centralized audits: 

Reena UTD EINE Le Oo al Cause 
Bureau of the Census_______.__-__-_-~- ar cata tide lack 
Bureau of Foreign Commerce___________-____----- 


NotTe.—Audit codes and notes are explained at end of section. 


>> 
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List oF AUDIT ASSIGNMENTS, SEPTEMBER 1, 1955—Continued 


; Commerce, Department of—Continued Audit 
d Centralized audits—Continued code } 
: Business and Defense Services Administration................--- E 
Coast and Geodetic Survey (note 7)... .............~........--. E 
4 Oe Gn SE EE OMOIION . kc ciw cnwcminwarddniednctinadhdaececs E 
: a i is a ale eeieedlye atau nia ewars E 
I ik cha cearssiaatncnienetniaiowen E 
Defense, Department of: 
Compre hensive audit: 
St. Lawrence Seaway Development Corporation (note 6)_....---- A 


Centralized audit: 

Omics of the Beerctary of Defense... .. 6-6 .ciencdccccsucccuce E 
Air Force, Department of: 

Comprehensive or site audits: 


SN ie eS rtnmndetemnkecadens «  & 
Industrial funds: 
Air Force printing plants at— 
Procmiey Als, BeOmG, BIOs. 2 ewe nc ncon ku nnene A 
Kelly AFB, San Antonio, ae al Rt Sas ha al acca A 
Maxwell AF B, Montgomery, Ala___..----- abate A 
McClellan AFB, OS ee A 
Olmsted Alia, Miadietown, Pa...................- A 
Robins AFB, Macon, Ga_-_-___-- mache ecs eats ea 
Tinker AFB, Oklahoma City, Okla_______- ee A 
Wright-Patterson AFB, Dayton, Ohio-_ ihe A 
SUPT EE ei ig imam amonnnnennme Cc 
Precuremens earveys (ete 10)... ..2...<c cic cesncnncnccccscucse > 
Centralized audits: 
aren tr, POUON COGS Gono cc eens ecicccwccascase D 
Military pay and expenditure vouchers for activities not 
assigned for site or comprehensive audit___._....--_------ D 
Army, Department of: 
Comprehensive or site audits: 
Alaska communications system (note 8)_.-..----------- cae 
REL LL AL EEO ae 
Corps of Engineers (civil functions)__............---------- A 


Industrial funds: 
Army arsenals: 
Frankford Arsenal, Philadelphia, Pa_-_-........----- 
Picatinny Arsenal, Dover, N. J___---- Pine ness 
Pine Bluff Arsenal, Pine Bluff, Ark_____....------- 
Redstone Arsenal, Huntsville, Ala___......._.----- 
Rock Island Arsenal, Rock Island, Ill___----------- 
Rocky Mountain Arsenal, Denver, Colo_-_------ ain 
Springfield Armory, Springfield, ee 
Watertown Arsenal, Watertown, Mass_-__---------- 
Watervliet Arsenal, Watervliet, . ) eee 
Army Printing Service, St. Louis, Mo____------. ; 
Camp Detrick, Frederick, Md- aati aia ace as 
Diamond Ordnance Fuse Laboratory, WwW ‘ashington, D.C 
Dugway Proving Ground, Tooele, Utah. __.....-_-.--.-- 
Maintenance division, quartermaster depot, at— 
NN a cart al a 
Richmond, Va ce eon ile Matacic ; 
Manufacturing and maintenance divis ion, quartermaster 
GOGOn, SUNOVING: TINGS 8 oo ccc cenckeinewnannsens-- 
Manufacturing division, quartermaster depot, Philadel- 
a ee eee a aR ; 
New York Port of Embarkation, Brookivn, N.Y .«<..-. 
Ppoouremnenh GOWNETE.. 6c. oon cd itccnsmocndccen etetesabais 
| Preeuremont surveys (mote 10)... . «2... cciccctesccnnesas-- 
Centralized audits: 


Q0>F > &— PF PPP PPP Perr PrP 


Civilian pay, Gordian (ante ©). noon ces sd~ons-.- 0. a 
Military pay and expenditure vouchers for activities not 
assigned for site or comprehensive audit_-......-.-.------ D 
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List or Aupir Assignments, Sepremser 1, 1955—Continued 
Defense, Department of —Continued 
Navy, Department of: Audit 
Comprehensive or site audits: code 
Civilian pay, domestic. --........---~-- SP cha. a Cc 
Industrial funds: 
Defense Printing Service, Washington, D. C__________-_ A 
Marine Clothing and Equipment Factory, Philadelphia, 
Ale hes Shi acento tec deh alien ats eee tpeiale I dh lo chee A 
Military Sea Transportation ee es ee ees A 
Naval Gun Factory, Washington, D. C_______-___-___-_ A 
Naval Ordnance Laboratory, Corona, Calif. _.......---- A 


Naval ordnance plants at— 
RN ree te te ee cam a a! 
York, Pa : Se eee eee 
Naval Powder Fac tory, “Indian Head, Md_____________- 
Naval Research Labor: Mtiory, Wasnimetoen. 1). C. ....... 
Naval shipyards: 
Boston Naval Shipyard, Boston, Mass china chica 
Charleston Naval Shipyard, Charleston, S. C a 
Long Beach Naval Shipyard, Long Beach, Calif____- 
Mare Island Naval Shipyard, Vallejo, Calif._.._____ 
New York Naval Shipyard, Brooklyn, N. Y__-__---- 
Norfolk Naval Shipyard, Portsmouth, Va_______--_- 


: 
4 
i 
q 
= 





PrP rrr rr rr PrPrPp 


Philadelphia Naval Shipyard, Philadelphia, Pa__--_-- j 
Portsmouth Naval Shipyard, Portsmouth, N. H_---- 7 
Puget Sound Naval Shipyard, = mertoa, Wash_____ ‘ 
San Francisco Naval Shipyard, San Francisco, Calif _- i 
Navy printing plants (23) at Boston, Mass. ; Bremerton, j 
Wash.; Charleston, 8. C.; Great Lakes, IIl.; Guam; ; 
Guantanamo, Cuba; Jacksonville, Fla.; Key West, Fla.; 
Kodiak, Alaska; Mare Island, Calif. ; New Orleans, La.; j 
Newport, R. I.; New York, N. Y. : Norfolk, Va.; : Pe arl i 
Harbor, T. H.; Pensacola, Fla.; Phil: idelphia, Pa.:; : Point 3 
Mugu, Calif.; Portsmouth, N. H.; Portsmouth, Va.; San : 
Diego, Calif.; Treasure Island, Calif. ; W ashington, D.C. A 
Navy Communications Service --......-.......-----....--- C : 
Procurement contracts__________-- rae Belek, - We ¢ 
Prosuremoent aurveys (note 10). ...... 2b. cece ccccnae C ; 
Centralized audits: : 
EE BE A ES oO A TE D j 
Military pay and expenditure vouc hers for activities not as- : 
signed for site or comprehensive audit: y 
Navy-. Paes as es . p j 
" Marine Corps (note 11) mate tele : Since. ae 
Health, Education, and Welfare, Department of: : 
Comprehensive audit: 
All activities. -_-_--.---- ie ale OR ee i renee Gena B 
Centralized audit: 
Disbursing officers accounts, including Gallaudet College (note 12) 
and Howard University - --_----- ee oe aera ee Set a FE 
Interior, Department of: : 
Comprehensive audits: : 
Office of the Secretary__-_----- aie Seer tee as eal ote Sana Sa ce ei A 
SPRUE SER CPRUEOINS Se ae pateera ssnakkece- . 
Bureau of Land Management-_-__......-.-------- i ia ni sat Tio A 
Bureau of Mines Bet ete ee ete a a ee 
Bureau of Reclamation. Saget es eared eet ee ee eee Stic se: | Sam 
Defense Minerals Exploration Administration._..........------. A 
Fish and Wildlife Service_..-_------- ee Oe Sac Sires iat re ag A 
Geological Survey on Re Red RR tapi lp eee ech Sond ea Le 
National Park Service Ty 8, eC LE A 
Bonneville Power Administration__._..------------------------ A 
Southeastern Power Administration__-- -------- ee ee a * 
Southwestern Power Administration _-_-_------ ; See ela tie Se cy ws A 





ay AAR ENE Bie MT 
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List or Aupir ASSIGNMENTS, SEPTEMBER 1, 1 955—Continued 


Interior, Department of—Continued 
Territorial activities: 
Office of Territories_ -_- sneaie cecmeceiehaeotes is 
Alaska Public Works 
Alaska Railroad 
Alaska Road Commission 
Other activities a ea 
Virgin Islands Corporation (note 6) pi 
Justice, Department of: 
Comprehensive audit: Federal Prison Industries, Ine. (note 6) ; 
Centralized audit: All offices and bureaus, except Federal Prison In- 
dustries, Inc., and Office of Alien Property (which is not audited by 
GAO) : a : . 
Labor, Department of: All activities 
Post Office Department: All activities 
State, Department of: 
Comprehensive audits: 
International Boundary and Water Commission ; 
International Cooperation Administration (including Institute of 
Inter-American Affairs) _ - - ; 
Centralized audit: All other offices and bureaus 
Treasury, Department of: 
Comprehensive audits: 
Bureau of Accounts (note 13) 
Bureau of Customs 
Bureau of Engraving and Printing 
Bureau of the Mint__ 
Bureau of Narcotics 
Bureau of the Public Debt 
Office of the Treasurer of the United States 
Office of Production and Defense Lending: 
Defense Lending Division : 
Federal Facilities Corporation (note 6) 
Reconstruction Finance Corporation (note 6) 
U. S. Coast Guard (note 14) _- “ 
Centralized audits: 
Office of the Secretary (departmental administration, analysis staff, 
international finance (note 15), Legal Division) 
Internal Revenue Service 
U.S. Savings Bond Division 
U.S. Secret Service__ 
Executive Office of the President: 
Site audit: National Security Council including Central Intelligence 
Agency. ---- aie eas st 
Centralized audits: 
Compensation of the President (note 1) - 
The White House_. 
Executive Mansion and Grounds (note 2) 
Funds appropriated to the President (note 3) i ate ak 
President’s Advisory Committee on Government Organization 
(note 4) : : 55 vain . 
Bureau of the Budget . lai ramets 
Council of Economie Advisers (note 5) ___- : 
Office of Defense Mobilization___. 7 
Independent agencies: 
Comprehensive or site audits: 
Alexander Hamilton Bicentennial Comunission (note 16) ___ 
Atomic Energy Commission mad 
Civil Aeronauties Board_. oe tia aia en a tec 
Civil-service retirement and disability fund 
Commission of Fine Arts (note 17) ee ad 
Export-Import Bank of Washington (note 6)____- 
Federal Deposit Insurance Corporation (note 18) 


Audit 


code 


PSP PP 


YP r PP? >>> p> 


ee et 
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List or Aupit ASSIGNMENTS, SEPTEMBER 1, 1955—Continued 


Independent agencies—Continued Audit 
Comprehensive or site audits—Continued code 
Federal farm credit system: 
Farm Credit Administration 
Corporations supervised: 
Intermediate credit banks (12) (note 6)_______________- 
Production credit corporations (12) (note 6)_......----- 
Federal Farm Mortgage Corporation (note 6) 
Central Bank for Cooperatives (note 6)__......-.---_-- 
Regional banks for cooperatives (12) (note 6)__.._.____- 
Federal Home Loan Bank Board (note 19) including Federal home 
loan banks (11) (note 6) and Federal Savings and Loan Insurance 
I ae 
General Services Administration (including abaca fiber program) 
PUREE Deo oe eg Ce eee oe Ser ee mesxe ae eee 
Housing and Home Finance Agency: 
DUIS Oe RII ION ENO ee eines aie 
Community Facilities Administration. —~-............------- 
Federal Housing Administration (note 6)__.__.______-_____- 
Federal National Mortgage Association (note 6) 
Public Housing Administration (note 6) 
Urban Renewal Administration... .............-....2.-.. 
Voluntary home mortgage credit program ----._-_---------- 
Jamestown-Williamsburg- Yorktown Celebration Comission (note 


> 


ll a a 


National Advisory Committee for Aeronautics 
National Capital Housing Authority --_....-_----.-.----------- 
Panama Canal Company (note 6) and Canal Zone Government_- -- 
SRRSLIES RUN TRINIE RI oe ewan oaeee enbne 
Rubber Producing Facilities Disposal Commission_-____....-.---- 
Soo Locks Centennial Celebration Commission (note 20) - 
Soares SOUe Tae AMEE see ee ec 
Tennessee Valley Authority (notes 6 and 21) 
United States Information Agency_.-__....-..--------------.---- 
Veterans’ Administration, including Veterans’ Canteen Service - --_- 
Veterans Education Appeals Board ---_-_-__-.------------------- 
Woodrow Wilson Centennial Celebration Commission (note 20) --- 
Centralized audits: 


QF Prrrarrrrran PPrPrrrr PF KP 


Advisory Committee on Weather Control (note 22)__......---_-- E 
Air Coordinating Committee (note 23). ..........-............. E 
American Battle Monuments Commission (note 24)___._._._-_____- ) 
er On nn OT SR ec ime teens 5 
Federal Civil Defense Administration. .__....-._____-_-_--_-------- q 
Federal Coal Mine Safety Board of Review (note 25).__._._-----~- q 
Federal Communications Commission________-_---___------___- y 
Federal Mediation and Conciliation Service_______.__---___-__-_- E 
nen NG 0 RA ee anc eemceweceeewme E 
preeenes Pane ED nn ak ee ewe E 
Foreign Claims Settlement Commission of the United States____-_-_ G 
Ciera eres Onn |. 5. | Sc eek ceeekde ccacumecccen E 
re OE ee ee ons, Y 
Interstate Commerce Commission... _....---.----__---------.- E 
International Organizations Employees Loyalty Board (note 26)... E 
National Capital Planning Commission___._._..._...----------- E 
Netiones 1aer eletons Moen ge on ceca ouwe Y 
Re EIRENE ooo rps eo ee nee wre i ee E 
ramen UTNE “rR ie cts E 
National Security Training Commission (note 27)__-__...------- E 
National Selective Service Appeal Board (note 27)_________------ E 
President’s Committee on Government Employment Policy (note E 

a ee a nag canes rath egster einer soe ape a a cis E 
I een eects cede tetb ade ue taheinishasiae E 
Securities and Exchange Commission___________.--------------- E 


RONEN PURER TEU eee ence cbew naan meee E 
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List or Aupit ASSIGNMENTS, SEPTEMBER 1, 1955—Continued 


Independent agencies—Continned Andit 
Centralized audits—Continued code 
Smithsonian Institution (note 28) ae 
Subversive Activities Control Board_ ih clensthrtacab tp coal 
Tax Court of the United States. .........._.-- itera oad Pied oi 
th ac ee ONIN. nw. ee ene ES elites 
Legislative: 
Comprehensive and site audits: 
The Senate: Senate Restaurants (operated by Nationwide l'ood 
Service, Inc.) (note 29)__ Dat athe ; : c 
The House of Represents itives: Se rge ant at Arms: Salaries, mileage, 
and expense allowances of Members, including + Rare of 


House Bank (note 30)_______-- 4 a0 cS 
Architect of the Capitol: House ‘of Re »prese sntatives restaurant 

(note 31) ib ets Sethe 5 Sistilekts Bante See e Ske ra C 
Government Printing ee alte a ain cal hati Rives oh 


Centralized audits: 
The Senate: 
Semiannual accounts submitted by the Secretary of the Senate 


for salaries, mileage, and expense allowances of Senators_- D 
Quarterly accounts submitted by the Secretary of the Senate 
for all other expenditures. _._..........-....--.. pice Oe SED 


The House of Representatives: Clerk of the House: Quarterly 
accounts submitted by the Clerk of the House for all other 
expenditures of the House (including revolving fund expenditures 
of joint Senate-House recording facility) (note 32) - D 

Architect of the Capitol: Activities other than House of Repre- 


sentatives restaurant___ ee adap weidieteakeute D 
United States Botanic Garden (note 33)_________-____.___-_.- E 
General Accounting Office__________~_- sss an ee ae ee 
RI AE CN as aid eg abide dls wise Kidienmnd si gina es: 


Judicial branch: 

The Supreme Court of the United States (note 9) Sebeicnsatet J 
United States courts of appeals (note 34)_._....-------- I 
District courts of the United States (note 34)_______________- = I 
U. S. Court of Claims (note 34)________- i a I | 
U. 8. Court of Customs and Patent Appe: ils (note 34)____-  - oe 
United States Customs Court________- dead at AE ; is E 

| 

] 

] 


a erricorial courte (note 34). ................ arenas : = 
United States Court of Military “Appe als 5 — 
Administrative Office of the United States Courts _— 

Other audit assignments: 
District of Columbia government (including District of Columbia 


Redevelopment Land Agency) 3 ca 
Gorgas Memorial Institute of Tropical and Preventive Medicine, Inc. 

Ch 00) 3... Si wubienus ahead C 
Government Services, Inc. (including e employee retirement and benefit 

trust fund (note 36) - ‘ : c 
Guaranteed loan progra' 1m under Defense Production Act of 1950_.-.-. A 


AUDIT CODES 


A. Assigned for comprehensive audit; all audit work performed at site. 

B. All activities assigned for comprehensive audit and pre liminary survey begun; 
no change yet made in detailed audit of transactions. Payrolls, including active 
duty and retired pay of commissioned officers of the Public Health Service, are 
audited at the site; all other documents are transmitted for centralized audit in 
Washington. 

C. Not assigned for comprehensive audit; all audit work performed at site. 

D. Not assigned for comprehensive audit; all audit work performed centrally 
in GAO. 

E. Not assigned for comprehensive audit; payrolls audited at site; other 
vouchers audited centrally in GAO. 

F. Not assigned for comprehensive audit; payrolls audited off site; other 
vouchers audited centrally in GAO, 
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G. All expenditures are audited centrally by the State Section, Civil Audit 
Branch, GAO, located in the State Department. 


NOTES 


1. Compensation paid on basis of certificate settlement prepared by Claims 
Division, General Accounting Office. Disbursing officer’s statement of account- 
ability thereon subsequently submitted to Division of Audits for audit and 
settlement. 

2. Administrative accounts are maintained by the National Park Service, 
Department of the Interior, through the Office of National Capital Parks. 

3. Funds are audited centrally in the General Accounting Office or at the site, 
depending upon the type of audit applied to the agencies to which funds are 
advanced for expenditure. 

4. Administrative accounts are maintained by the White House Office. 

5. Administrative accounts are maintained by the Bureau of the Budget. 

6. Audited under the Government Corporation Control Act (31 U.S. C. 841). 

7. Payrolls audited at site include duty and retired pay of commissioned officers. 

8. Receipts and disbursements therefrom accounted for by special disbursing 
agent in Seattle, and civilian payrolls are audited at site. Other financial trans- 
actions relating to appropriated funds are included in the accounts of the finance 
officer of the Army Regional Accounts Office, Oakland, Calif., which are submitted 
to the Army Audit Branch in Indianapolis for centralized audit. 

9. Payrolls are audited off site in Washington, D. C., by the Washington 
Payroll Audit Staff. 

10. Represent comprehensive reviews of the procurement policies and practices 
of the armed services. 

11. Audited by the Marine Section, Civil Audit Branch, located at Naval Gun 
Factory, Washington, D. C. 

12. Audited by the General Accounting Office pursuant to law (68 Stat. 265: 
D. C. Code 31, ch. 10). 

13. Audit work in the Bureau of Accounts includes the following: 

(a) Verification of appropriation transfer authorizations (S. F. No. 
1151). 

(b) Necessary verification and countersignature for the Comptroller 
General of acjustment and surplus warrants. 

(c) Necessary verification of legal authority and availability of funds 
preparatory to countersignature of appropriation warrants by 
the Comntroller General. 

14. Militarv pay cards for Coast Guard personnel are sent each 6 months to 
Coast Guard Headquarters in Washington where they are audited by the General 
Accounting Office. 

15. Exclusive of transactions in the United States exchange stabilization fund 
established by the Gold Reserve Act of 1934 (48 Stat. 337; 341, as amended). 
In view of the legislative history of this act it is the opinion of the Comptroller 
General that an audit of the fund by the General Accounting Office is neither 
authorized nor required under existing legislation. 

16. Administrative accounts are maintained by the Office of Administrative 
Services, Department of the Treasury. 

17. Administrative accounts are maintained by the Office of the Secretary, 
Department of the Interior. 

18. Audited under the Federal Deposit Insurance Act (12 U. S. C. 1827). 

19. Established as an independent agency by Housing Amendments of 1955, 
approved August 11, 1955 (Public Law 345). 

20. Administrative accounts are maintained by National Park Service, De- 
partment of the Interior. 

21. The retirement system of Tennessee Valley Authority is audited bv in- 
dependent public accountants under contract with the General Accounting Office. 

22. Administrative accounts are maintained by Office of the Comptroller, 
General Services Administration. 

23. Administrative accounts are maintainee by Office of the Secretary, De- 
partment of Commerce. 

24. Domestic payrolls only are audited at the site; foreign payrolls are audited 
off site by the Washington Payroll Audit Staff. 

25. Pavrolls are serviced by Subversive Activities Control Board. 

26. Administrative accounts are maintained by United States Civil Service 
Commission. 
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27. Administrative accounts are maintained by Selective Service System. 

28. Applies only to the administrative expenses of the Institution which are 
paid from appropriated funds. In addition to such funds, the Institution ad- 
ministers the original p rateeey endowment and a number of other trusts which 
are not audited by the General Accounting Office. 

29. On-site audit made at request of Senate Committee on Rules and Ad- 
ministration. 

30. Semiannual on-the-spot audit made by the General Accounting Office 
pursuant to law (63 Stat. 482). 

31. On-site audit made by the General Accounting Office pursuant to law (40 
U. 8. C. 174k). 

32. An on-site audit of the House stationery room is made when requested by 
the Clerk of the House. An on-site audit of the Joint Senate-House Recording 
Facility is made when requested by the Secretary of the Senate and the Clerk of 
the House. Other specific audits are made on request. 

33. Administrative accounts are maintained by the Library of Congress. 

34. Off-site audit of payrolls made by the Washington Payroll Audit Staff in 
the Office of the Administrator, United States Courts, Washington, D. C. 

35. Annual audit made pursuant to law (22 U.S. C. 278a). 

36. Annual audit made on request. 


Mr. Morse. This shows as of September 1 the tvpe of work being 
done. Our plans for the next year are to continue this work through- 
out the Government on the same basis and we will expand it as we 
have additional people added to our rolls. 

Mr. BrasFie.Lp. I might add to that by saving there will be an 
additional emphasis placed on our defense work in this coming vear. 
That is a part of the purpose and plans in realinement Mr. Campbell 
referred to earlier. We have not moved over into that area on the 
comprehensive audit to the same extent we have on the civilian side 
and it will be our purpose to expand that effort in the coming year. 


SAVINGS ACCOMPLISHED BY AUDIT DIVISION 


Mr. Tuomas. How much money do you think the auditing unit 
saved the taxpayers in fiscal year 1955, not in terms of money actually 
collected: can you ascertain that? ? 

Mr. Brasrtevp. I think it is impossible to estimate. 

Mr. Tuomas. What would be a reasonable guess? It is bound to 
have some monev value. 

Mr. Morse. There are so many things that have been done. The 
case of Mr. Campbell mentioned in the statement about the J-47 jet 
engine involved $50 million to $70 million. 

Mr. Tuomas. Hundreds of examples. It is hard to nut a yardstick 
on it. You get an agency to tighten up its system. I use the words 
“tighten up” for lack of not having a better word. The mere fact 
you have done that may save that agency or save the taxpayers $3 
million, $10 million, several million dollars, and vet it is never reflected 
directly in dollars and cents in a manner that you can get credit for. 

Mr. CampsBeE.t. So many of these savings are on an annual basis. 
The matter Mr. Frese referred to on this electronic check process is a 
recurring thing and goes on for years. 

Mr. BrasFrietp. We have some reluctance to assign too much 
of the credit for the savings to ourselves because it takes action on the 
part of the agencies ordinarily to accomplish it. We can call it to 
their attention but it takes vigorous administrative action to pursue 
it. That has led to some reluctance to try to assign credit to our- 
selves. 
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Mr. Tuomas. Give us two good crisp examples of things you are 
really proud of you did last year in this Division. 

Mr. Morse. I repeat again the reference to the 

Mr. Tuomas. I want two more. 

Mr. Brasrievp. I think insurance on airplanes on page 156 would 
be a good example. 

Mr. Morse. We reviewed that situation out in Dayton during our 
review of procurement practices well over a year ago and prepared a 
special report and sent it to the military departments. There was 
some delay in getting any effective action, so we rewrote the report 
and sent it to certain congressional committees. Action has been 
taken. 

Mr. THomas. What was the resulting savings, what was the good 
deed done? 

Mr. Morse. In dollars we can’t measure it but there was a reduc- 
tion in cost to the Government under those contracts. They were 
price redetermination type contracts and the action taken resulted 
in eliminating one cost that the contractors had been incurring. That 
was reflected in a reduced price to the Government. How much I 
could not put a figure on it. 





an NRE Sa tl SN iat at 


DIvIsION OF PERSONNEL 


Mr. Tuomas. Put pages 204, 205, and 206 in the record. 
(Pages referred to follow:) 


DIVISION OF PERSONNEL—SCOPE AND NATURE OF WorRK PROGRAM 


Actual or estimated obligations—personal services 





| 








at ae 7 | Average | ad ariag | Change in 
Fiscal year | Number number | Net salaries | “salaries 
| 
OEE See PE eae ae A ae Pe 57 56 $303, 000 PDs, t, bis 
BE ya ohh aa a eae aiken Ra ae pied 57 56 304, 000 +$1, 000 


The estimates for the Division of Personnel for the fiscal year 1957 provide for 
an average of 56 positions. The estimated number required for the personnel 
services function provides for an office ratio of 1 employee engaged in personnel 
work to each 136 employees, which ratio falls within the guides established by 
the Bureau of the Budget and the Independent Offices Subcommittee of the 
Committee on Appropriations, House of Representatives. The personnel serv- 
ices function involves the administration of laws, rules, regulations, and office 
policies and procedures relating to (1) position classification and wage deter- 
mination, (2) recruitment and placement of employees, (3) performance ratings 
and work-performance standards development, (4) employee training and de- 
velopment, and (5) employee relation and service activities (except with respect 
to health and first-aid treatment). 

During the fiscal year 1956, this Division expects to assume full responsibility 
for administering the incentive awards program. This function, which is to be 
transferred from the planning staff, will require about 1 man-year of activity 
and will be absorbed in our personnel services function. 

Qualification standards have been developed for a substantial number of our 
technical and professional positions. They were produced with maximum 
participation of operating officials and describe the knowledges, skills, and apti- 
tudes required of applicants and others for the particular position to be filled. 

Because of the persistent high demand in Government and private industry for 
trained accounting talent, the Board of United States Civil Service Examiners 
for the General Accounting Office continues to direct its most intensive recruiting 
effort toward obtaining qualified comprehensive auditors and it is expected that 
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about 4,000 applications will be rated annually for such positions. Of the 3,393 
persons who applied for comprehensive auditor positions, 237 were appointed ‘and 
the remainder either failed to meet our employment requirements or were not 
available for appointment. The Board also assumed examining jurisdiction 
over our investigator positions of the Office of Investigations and conducted a 
nationwide examination for those positions on February 19, 1955. As a result of 
that examination 1,446 applications were received and 322 were rated eligible. 

Responsibility for the processing of personnel security cases, which includes 
submitting cases to the Civil Service Commission for full field investigation, 
receiving reports of such investigations, recommending clearances, preparing 
formal notification of clearance, and maintaining the necessary records and 
controls relative to the personnel security program continues to involve a sub- 
stantial amount of time. 

It is anticipated that the processing workload concerning appointments, trans- 
fers, promotions, reorganizations, and the like will continue at a high level and 
limit to some extent the amount of attention available for accomplishing other 
planned objectives. To the extent possible, however, continued efforts will be 
directed toward accomplishing the following programs: (a) Improvement of meth- 
ods of selection and development of personnel for placement in supervisory posi- 
tions; (b) more frequent classification surveys to ascertain that positions are 
currently described and accurately graded; (c) continued improvement of the 
means of communication with employees to keep them more fully informed of 
changes in policy and procedures and programs which affect them; (d) continued 
emphasis of a program for impressing upon supervisors the need for better 
supervisor-employee relationships and for initiating action to remove undesirable 
or incapable employees. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 


OFFICE OF THE GENERAL COUNSEL 


Mr. Tuomas. What about your workload? I understand General 
Accounting Office has as many legal problems to arise every day as 
any agency of Government multiplied by 4 or 5. 


WORKLOAD DATA 


Mr. Fisuer. We have roughly a thousand cases now. 

Mr. Tuomas. How many lawyers? 

Mr. Fisuer. One hundred. 

Mr. Tuomas. Seventy-five supporting personnel? 

Mr. Fisuer. I have the main library of the Office, six people in it. 
I have the main file room of the Office, about 18 in it, this contains the 
Comptroller General’s basic files, and I have a digest section which 
distributes information. 

Mr. Tuomas. From what source does your workload arrive? 

Mr. Fisuer. We get it from heads of departments and agencies. 
We get requests for ‘doeisiaan from certifying officers and disbursing 
officers and our own Audit, Claims, Transportation, and Investigation 
Divisions generate questions they run across and they ask us. 

Mr. Tuomas. Suppose I get a letter from my constituent. I re- 
ceived one this morning and ‘he stated he was entitled to some money 
by virtue of the fact that he was changed from one branch of the 
service to another. In the final analysis that is going to have to work 
its way right into your shop. You have a legal problem. 

Mr. Fisner. That. will generally come into my shop. We have 
quite a number of inquries from Members of Congress on behalf of 
constituents. 


72350—56—pt. 2——-28 
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Mr. Toomas. What is the average number of inquiries that involve 
legal problems that come into your shop in a day? 

Mr. Campsett. I was interested in this problem and I had some 
figures I don’t think Mr. Fisher and I have checked on, but I think 
they are correct. In the 9 months through April 1955 Mr. Fisher’s 
office took in 4,546 cases. In the same period ending January 1956 
his workload increased and total cases were 4,712. These are your 
figures taken together, Mr. Fisher. 

I am pleased to say that in April 1955 his backlog was over 1,600 
cases and today the backlog is about 1,000. I can’t say we have in- 
creased staff of General Counsel except we do have in training 5 
or 6—— 

Mr. Fisuer. Five in training, but they are not producers. 

Mr. Campsetu. Young law school graduates. 

Mr. Tuomas. I noticed the green sheets. All I can say is the salary 
is too low for good lawyers. Let me read this sentence in the record 
here. 

Mr. CampsBe.u. May I interrupt to point out in this year whereas 
their salaries are low we have been able to increase and: raise their 
grade, 6 or 7 of Mr. Fisher’s right-hand men. 

Mr. Fisuer. We have an advantage over accountants. We 
can start them at grade 7 and at-the end of 6 months we give them 
grade 9, whereas accountants start at grade 5 and jump to 7. 

Mr. Puruurps. Probably because lawyers write the bills here. 

Mr. Tuomas. Let me read this. This is a sentence from your 
justification on page 213 that is worth repeating. 

Generally, in the past, decisions of the Office have involved the construction of 
Federal and State statutes and required only a knowledge of the law of the United 
States, but during recent years there has been an ever-increasing number of cases 
involving the construction of international treaties and agreements and a knowl- 
edge of the vast field of international law. 

During the fiscal year decisions were rendered on matters presented by every 
branch of the Government, every department and most of the agencies and covered 
every field of law from admiralty to torts. Statutes governing the fiscal aspects 
of such matters as pay, travel expenses, and other allowances of Government 
personnel, and the securing of supplies and services for the Government, must be 
interpreted and applied. Thus, and in other respects as set forth herein, are the 
various Government departments and establishments assisted in the lawful 
conduct of their work, and the rights and liabilities of parties determined. 


I think the General Accounting Legal Office certainly ought to be 
the strongest of any legal office in the Government because right there 
you are going to get it all. In most of these legal offices in the various 
agencies 95 percent of their workload will be a narrow groove affecting 
their own jurisdiction but here its jurisdiction is the jurisdiction of the 
Federal Government with no limitation. 

Mr. Puiuurps. I want to congratulate the Comptroller General on 
his accomplishments in a very short time. 

Mr. Toomas. He has done a fine job. 


WORKLOAD PLANNING 


Mr. Puiturps. Mr. Hoagland mentioned in his section he was 
planning ahead so as not to be caught with a RIF. I think the same 
thing applies to all sections so far as I can determine. I try to keep 
in close touch with this agency. 
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I saw somewhere a memorandum that appeared to be planning 
your work ahead, Mr. Comptroller, which I thought was an unusual 
and excellent idea. Am I right? 

Mr. CampBe.i. Mr. Morse has had that under his supervision and 
I think you now have it completed for 1956——— 

Mr. Morse. Yes, sir. 

Mr. Purturps. Does it apply only to Mr. Morse’s section? 

Mr. Morss. In the Division of Audits we do have a complete 
compilation of estimated work requirements for the next 12 months 
by agency and location. 

Mr. Puiiurps. That is an excellent idea. I have not seen that 
done before in this agency. 

Mr. CampBeE ut. It will be varied as emergency arises. 

Mr. Puriutips. It is a worksheet, an advance worksheet planning 
the work you contemplate. 

Mr. CampBe.t. In Claims Division, Mr. A. Banks Thomas also 
has his schedule set up for the entire year. Other divisions have 
similar plans, where it is possible to estimate the workload. 


RECRUITMENT FOR EUROPEAN BRANCH 


Mr. Puruurps. I think the chairman covered everything I had in 
mind. You talked about recruitment. There was one minor item 
in connection with recruitment. How about recruitment for offices 
abroad? This subcommittee has been very much interested. Do 
you have any difficulty in recruiting for abroad and are you able to 
get men for that job out of your own staff or is it necessary to seek 
them from outside? In the foreign work you require not only an 
auditor but you require a man of good judgment and maturity and a 
man who knows something about the conditions he will meet abroad 
which are different from the conditions in business in the United 
States. Have you had any difficulty with your recruitment for the 
foreign offices? 

Mr. CampBELL. Before I ask Mr. Weitzel to comment, I would say 
we are drawing entirely from our own staff as a matter of practice. 
Frank, would you mind discussing that? 

Mr. Werrze.. We have had a problem in recruiting people for the 
European branch. We have tried to find people who have had 
General Accounting Office training in some branch such as audit or 
legal work. In the beginning it wasn’t easy to get people to go 
abroad because we had no tradition of foreign service. As we ex- 
panded the branch we sent more people over but we have a program 
of assigning people to the European branch for 2 years, with the 
privilege of 2 more years of service after home leave. 

When these people come home, then, of course we have the problem 
of replacement, so we have to spread the assignments around among 
our different people. 

We have recently been conducting an intensive recruitment program 
which, with the schedule of replacements, will bring us up to our 
fiscal year 1956 budget strength by the end of the fiscal year. 

Mr: Puturps. Let me ask these specific questions. How many 
men have you abroad now? 

Mr. Werrzet. As of January 31 we had 39; by June 30 it will be 
49. 
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Mr. Puiuuips. Of the 39 how many of them had ever been abroad 
before they were assigned? 

Mr. Werrze.. I don’t know the exact number, but I would say 
very few except for military service. We have had people that have 
been in each of the three military services during World War II 
and that proved helpful, just the experience of having been abroad. 

Mr. Puitures. Would it be a good idea for you to conduct a training 
course for these men before they go abroad so they will know what 
they are likely to meet in the way of European accounting customs 
and European business customs compared with ours? 

Mr. Wuitzev. We have considered that and we feel that our 
people should be more indoctrinated in every way than at first. 
The first ones we sent over didn’t have an opportunity to gain much 
idea of the conditions they would encounter, both in agencies they 
would visit and in living conditions. We are working on that now. 
We have post reports prepared on all but one post and that is in 
process. 

Mr. Puiuurps. Are your crvil-service grades high enough for the 
European service so that the men going abroad will have the same 
relation between personal income and expense as they would have 
in the United States? 

Mr. Werrzeu. Mr. Phillips, we feel they will. We don’t think our 
people are able to make any money abroad but, on the other hand, we 
don’t think they are losing money abroad. When you consider the 
quarters allowances and, in some places, post alllowances they get, 
we feel they can actually enjoy even a little higher standard of living 
at some of the lower-cost posts than they would on a similar job at 
home. 

CONSTRUCTION PROGRAM IN SPAIN 


Mr. Puruurps. I have a question of the Comptroller General. 
We were together a few days in Madrid, Spain, and we checked on the 
expenditures and the accomplishments in building and the work we 
are doing, construction work, over there. 

Have you made a report on that or do you contemplate making a 
report or do you have information regarding the situation since I saw 
you in Madrid on the percentage of construction done, as compared 
with the expenditure of money? 

Mr. CampBeELL. Frank, have you had any late figures? 

Mr. Werrze.. We have made no formal report, but as of the time 
I was in Madrid they were making better progress. They were still 
behind schedule, and they explained to us that the fact that the actual 
expenditures represented a relatively small proportion of the total 
obligations or total contemplated work wasn’t the sole index of how 
much had been accomplished. In other words, a lot of delay had been 
encountered due to land acquisition delays, weather, and so forth. 

Mr. Puruurps. Specifically I remember one airfield under construc- 
tion that I visited, I think construction was about 20 percent accom- 
plished and money was about 80 percent spent. I just happened to 
remember the two figures fit together but not the right way. 

Mr. Werrzet. I don’t recall that particular situation. 

Mr. CampsBE LL. In the ordinary course I think we will have a report 
on the Spanish construction. Whether we do it this spring or summer, 
I don’t know. 
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Mr. Puiuurps. Off the record. 
(Discussion off the record.) 


PERSONNEL TURNOVER 


Mr. Tuomas. What is your rate of turnover of your entire personnel 
and what is rate of turnover of your auditors and accountants? 

Mr. Frynn. About 12.6 for 1955 and we will remain in that area for 
1956, approximately. 

Mr. Tomas. Break that down to auditors and accountants. 
What is their rate of turnover? 

Mr. Fiynn. We don’t have it broken down that way. 

Mr. THomas. What is your guess? 

Mr. Fiynn. I don’t know. 

Mr. Tuomas. Is it lower or higher than your average? 

Mr. Fiynn. I would estmate that it is higher. 

Mr. Tuomas. How much higher? What is your guess? 

Mr. Powers. I think it is about 10 percent on systems accountants. 

Mr. Tuomas. Your general turnover is what? 

Mr. Fiynn. Twelve point six for 1955. 

Mr. Tuomas. Throughout the Government it is 17 or 18 percent 
and yours is 12. Is not your accountants’ higher than average? 

Mr. CampBELL. Our Certified Public Accountants turnover is as 
high as 20 percent. 

Mr. THomas. That is your upper brackets? 

Mr. CAMPBELL, Yes, sir. 

Mr. Tuomas. Well, gentlemen, it is always nice to see you. We 
are proud of the General Accounting Office and its personnel and I 
think its personnel reflects the highest order of devotion to public 
service. That is the reason you all do such a good job. 

Good luck to you and we will see you gain. 
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Turspay, Fepruary 14, 1956. 
SECURITIES AND EXCHANGE COMMISSION 
WITNESSES 


J. SINCLAIR ARMSTRONG, CHAIRMAN 

CLARENCE H. ADAMS, COMMISSIONER 

A. DOWNEY ORRICK, COMMISSIONER 

HAROLD C. PATTERSON, COMMISSIONER 

BYRON D. WOODSIDE, DIRECTOR, CORPORATION FINANCE 

RAY GARRETT, JR., DIRECTOR, CORPORATE REGULATION 

PHILIP A. LOOMIS, JR., DIRECTOR, TRADING AND EXCHANGE 

THOMAS B. HART, REGIONAL ADMINISTRATOR, CHICAGO REGION 

JAMES C. SARGENT, REGIONAL ADMINISTRATOR, NEW YORE 
REGION 

THOMAS C. MEEKER, GENERAL COUNSEL 

A. K. SCHEIDENHELM, EXECUTIVE DIRECTOR 

FRANK G. URIELL, EXECUTIVE ASSISTANT TO THE CHAIRMAN 

F. BOURNE UPHAM III, ASSISTANT TO THE EXECUTIVE DIRECTOR 

WILLIAM E. BECKER, DIRECTOR OF PERSONNEL 

JAMES J. RIORDAN, BUDGET AND FISCAL OFFICER 


SALARIES AND EXPENSES 


Program and financing 


| 1955 actual | 1956 estimate | 1957 estimate 








Program by activities: | 











By (PRE GIOCOGUTS BIOTIN ONG. 6 50a ies kc nicnesansness $1,165,560 | $1, 244, 300 $1, 362, 000 
2. Prevention and suppression of ee aeeaeaats 1, 679, 954 | 1, 830, 900 2, 089, 500 
3. Supervision and regulation of securities markets-_-- ---- 295, 624 | 326, 500 345, 000 
4. Regulation of investment and public utility holding 
I eo ee St A ne cunaboneanon 429, 772 | 443, 100 | 457,000 
6; Corporate reormanisaGions.....................-...-....- 155, 032 149, 000 149, 000 
6. Operational and business statistics... ..........--...--- 117, 285 | 188, 900 212, 500 
7. Executive and staff functions____------- maleckide tees 555, 662 604, 100 632, 000 
Bc: SAND UPI S 6 sien ode wncnw cw accnencenas 444,121 | 493, 700 502, 000 
PIM, duced stncn chp oeuudaninasdensadse 4, 843, 010 | 5, 280, 500 5, 749, 000 
Financing: Unobligated balance no longer available____.-.---- DP dnccstukbeaviuclinasbeacdeaanen 
oon Sine ie i oo oak colina 4, 843, 180 4, 955, 000 5, 749, 000 
Proposed suppleme ntal due to pay NE ane ale eect aands 325, 500 |.....- ne Lae 


Budget authorizations, expenditures and balances 























1955 actual | 1956 estimate | 1957 estimate 
RUDGET AUTHORIZATIONS AVAILARLE 
| 
NINE Oe 0 Oe Poe ea aa cl emeemneade | $4,843, 180 $4, 955, 000 | $5, 749, 000 
Proposed supplements il due to ‘pay NAMM cc oi nh ls Kheiccaheeheon | I Bi ca eseceascdi te arabes 
Obligated balance brought forward----........-.....-.------- 201, 967 | 271, 162 270, 500 
Total budget authorizations available__._____..- a ee | 5, 045, 147 5, 551, 662 6, 019, 500 
EXPENDITURES AND RALANCES | | 
| 
Expenditures— | 
Out of oumremnt eumtiorigations ..... .. <<. .cncneccnceccccucccee | 4, 592, 697 | 4, 700, 000 5, 500, 000 
Out of anticipate d supplemental appropri: mene fern | 310, 000 | 15, 500 
OE a ee Sm ice cece ciewendsicasenmnn | 181, 118 | 271, 162 | 255, 000 
RNIN 6 So. nn caceneciccncebesmmmnawet 4, 773, 815 5, 281, 162 5, 770, 500 
Unobligated balance no longer available__._...-.....-..------ OD asc cian Bracks science 
Obligated balance carried forward__..................--.------ 271, 162 | 270, 500. 249, 000 
Total expenditures and balances. --.......-....--.------ | 5, 045, 147 | 5, 551, 662. Y ?. 019, 500 
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Obligations by objects 


Object classifieation 1955 actual | 1956 estimate | 1957 estimate 











Total number of permanent positions. ....................--.-- 705 734 818 
Average number of all employees Sendai os as eas 692 717 798 
Number of employees at end of year__-..--- ae ati Se 666 715 | 792 
Average salaries and grades: 
General schedule grades: 
ter arena ie a eas eat $6, 452 $6, 681 $6, 564 
BN ilo k os usaiebeetias: 2 Bt Salle GS-8.7 GS-8.8 GS-8.9 
: = 
01 Personal services: 
RE ES i ial ESTES Sic ee ee a } $4, 466, 884 $4, 765, 765 $5, 190, 785 
Regular pay above 52-week base___.___________- cree 17, 650 | 18, 000 Suuddconss 
Payment above basic rates_.........___. 3, 590 | 3, 000 | 4, 000 
I cs ce pciial es | 100 | 100 
"Tween ereenel Gerviews: ......<......5.2.-...- é 4, 488, 124 | 4, 786, 865 5, 194, 885 
GO Si see eek pent eee Me Teco le ks 107, 914 | 132, 000 197, 500 
G3 Tremepectation of tIMAS. ..<.6. cece <cdcccnccascccs a 5, 208 4, 100 4, 100 
04 Communication services.......................-. 103, 623 114, 950 123, 700 
OS Meuts ana wecy eerviews..........................- eae 12, 366 | 12, 400 12, 400 
OG TPRRRRe Gr TITOTIIOIIOE. cc osisid dk ccmcccincicccdcnccecccecc 35, 115 103, 900 47, 400 
07 Other contractual services___...........___- 37, 096 56, 385 66, 085 
08 Supplies and materials._................_.--. eh ee 45, 402 52, 500 59, 480 
09 Equipment. _____-- RL: AGE EEE Oe Coe 3, 960 13, 100 38, 675 
15 “Temes Rd ANNOUNCE. . . 2. 6 cnc s nce ccuecs 4, 202 4, 300 4,775 
RE ee ee 4, 843, 010 5, 280, 500 | 5, 749, 000 


Mr. Evins. The committee will come to order. 

Mr. Reporter, we have with us today the Chairman and the otier 
Commissioners of the Securities and Exchange Commission and the 
staff officials of this Commission. 

We are pleased to see all of you gentlemen again. 

I want to say for the record that our chairman, Mr. Thomas, is 
away from the city today on official business and Mr. Yates was named 
by the Speaker as a representative to attend the funeral services of 
the late Chauncey Reed of Illinois. The other members of our com- 
mittee will be present. 

We have with us today Mr. J. Sinclair Armstrong, Chairman of the 
Commission; Mr. Clarence H. Adams, a Commissioner; Mr. A. 
Downey Orrick, a Commissioner; and Mr. Harold C. Patterson, 
a Commissioner. 

Also Mr. Byron D. Woodside, Director, Corporation Finance; 
Mr. Ray Garrett, Jr., Director, Corporate Regulation; Mr. Philip A. 
Loomis, Jr., Director of Trading and Exchanges; Mr. Thomas B. 
Hart, Regional Administrator of the Chicago Region; Mr. James C. 
Sargent, Regional Administrator, New York Region; Mr. Thomas 
G. Meeker, General Counsel; Mr. A. K. Scheidenhelm, Executive 
Director; Mr. Frank G. Uriell, Executive Assistant to the Chairman; 
Mr. F. Bourne Upham, III, Assistant to the Executive Director; 
Mr. William E. Becker, Director of Personnel; and Mr. James J. 
Riordan, Budget and Fiscal Officer. 

Mr. Chairman, do you have a statement that you would like to 
present to the committee, or would you like to proceed otherwise? 


GENERAL STATEMENT 
Mr. Armstrona. Mr. Chairman, and members of the subcommit- 


tee, we appreciate very much your gracious remarks as you opened 
the proceedings this morning. 
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We have a prepared statement, copies of which I believe have 
been made available to you. 

[ would like to start from the prepared statement. 

I would suggest that the statement as you have it before you be 
included in the record as it stands but I would like to speak ex- 
temporaneously during its presentation to the subcommittee. 

Mr. Evins. You may proceed as you wish and your statement will 
be received for the record. 

(The statement submitted by Mr. Armstrong is as follows :) 


The President has recommended an appropriation of $5,749,000 for the Securi- 
ties and Exchange Commission for 1957 fiscal year, which involves a total increase 
of $794,000 over the appropriation of $4,955,000 for the current fiscal year. The 
figure of $794,000 includes $325,500 for the statutory pay increases which became 
effective last March; and $468,500 to expand some of our activities. All items 
of increase or decrease are listed in column 4 of the table appearing on page 4 
of the justifications. Also, the justifications explain, in detail, the necessity for 
each item of increase, and describes the work of each division and office. I shall 
not attempt to cover the work of each organizational unit in this statement, 
but I should like to mention some of the circumstances which have brought 
about a substantial increase in the Commission’s workload and to cover some of 
the more important phases of our work. 


ORGANIZATION OF THE COMMISSION 


It may be well to briefly outline our organization. In the central office, there 
are three operating divisions: the Division of Corporation Finance, the Division 
of Trading and Exchanges and the Division of Corporate Regulation. In addi- 
tion, we have the office of the Chief Accountant, the office of the General Counsel 
and the Division of Administrative Management. There are also two other small 
offices, the office of Hearing Examiners and the office of Opinion Writing, both of 
which report to the Commission. Then there are 9 regional offices and 4 branch 
offices. Among other duties, the staffs of the regional offices conduct the investi- 
gations and inquiries necessary for the Commission’s enforcement program. 
They also appear in Federal courts in chapter X cases; and conduct broker-dealer 
inspections. 

INCREASE IN PUBLIC FINANCING 


Public financing in the fiscal year 1955, which generates work to the Commission, 
exceeded that of any year in the Commission’s history. This financing results in 
a greater number of registration statements and other documents submitted to the 
Commission. They must be examined and acted upon by the staff of the Division 
of Corporation Finance. The greater burden placed upon the staff of that 
Division in fiseal 1955 by the receipt of additional registration statements; by 
numerous proxy contests; and by other work, caused the Division to fall behind 
in the examination of the annual reports of corporation and other documents 
which do not have a time limitation for completion. 

We have prepared a few charts to illustrate the points I am making. If there 
is no objection, Mr. Upham will arrange the charts so that they will be visible to 
the committee and copies are submitted for the record. 

The first chart shows registration statements filed between fiscal years 1951 and 
1955 and the estimated filings for 1956 and 1957. Also shown is the dollar 
amount of securities registered. The figures, by fiscal years, are: 





Registration Dollar value 
Fiscal year statements of securities 
filed (billions) 
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In order to provide a staff to examine the registration statements; and to 
perform the numerous other tasks required of the Division, our estimate for 1957 
includes 21 additional positions in the Division of Corporation Finance, A 
description of these positions appears on page 31 of the justifications. 


BROKER-DEALER REGISTRATIONS AND INSPECTIONS 


We have prepared another chart showing the number of broker-dealer inspections 
completed from fiscal 1951 through 1955 and the estimated number of inspections 
we expect to make in the fiscal years 1956 and 1957. The chart also shows the 
number of broker-dealers registered with the Commission for the same period. 

You will notice that in the 1951 fiscal year we made a total of 827 inspections, 
in fiscal 1952, 922 inspections were completed. In fiscal 1953, there were 686 
inspections, in 1954 there were 788 inspections, and in fiscal 1955, 822 inspections 
were completed. In 1956 we expect to make about 900 inspections; and we have 
requested funds for 1957 to employ 17 additional broker-dealer inspectors so 
that we may complete 1,440 inspections. 

The chart also shows that the number of broker-dealers being registered with 
us has taken a sharp jump between 1954 and 1956. On June 30, 1951, there were 
3,945 broker-dealers registered with the Commission; in fiscal 1952, this number 
increased to 3,994; in fiscal 1953, it further increased to 4,053; in 1954, another 
increase of slightly more than 200 made the total number registered 4,334 and on 
January 13, 1956, there were 4,457 registered. 

In our budget justification we stated we expected 4,400 broker-dealers to be 
registered on June 30, 1956, and 4,450 registered on June 30, 1957. This estimate 
was prepared last September and we find that we made an error in estimation. 
With 4,457 broker-dealers registered on January 13, 1956, I think we can reason- 
ably assume that this figure will increase to about 4,550 by June 30, 1956, and to 
about 4,700 on June 30, 1957. 

The high volume of corporate financing and increased activities in securities 
trading has attracted many new broker-dealer firms to register with us. Many 
persons who are untrained in financing matters and have had limited, if any, 
experience in handling securities or funds of other persons have registered. Many 
of the new registrants contribute insufficient capital to their business, and some are 
professionally untrained in the securities industry. This accentuates the need 
for increasing our coverage of these firms through the broker-dealer inspection 
method. 

Regular and periodic inspection of broker-dealer firms is a vital part of the 
Commission’s enforcement program for the protection of the public and public 
investors. These inspections are conducted to assure compliance with regulations 
and with requirements of the Securities Exchange Act and to discover and prevent 
violations of these laws. The inspectors review compliance with Commission 
regulations relating to dealings with customers, such as hypothecation of customer’s 
securities, extension of credit on securities, churning, switching and other improper 
and fradulent practices; the giving of proper confirmations; the maintenance of 
necessary books and records; the filing of financial reports; and compliance with 
Commission’s net capital rule. These inspections frequently discover situations 
which, if not corrected, might result in substantial losses to customers. 

Additional protection to public investors against wrongdoings by broker-dealer 
firms is afforded by the self-policing of member firms by several of the registered 
national securities exchanges and by the National Association of Securities 
Dealers. Last year the Commission adopted a program, in conjunction with the 
NASD, a few of the exchanges and some State securities administrators, which 
was designed to eliminate the loss of time caused by duplication of inspections of 
the same firm. We try to avoid inspecting a firm which had been recently in- 
spected by one of the other agencies, but in some instances where we suspect 
illegal practices, the Commission is compelled to reinspect firms which were re- 
cently inspected by one of the other agencies. We cannot rely on industry groups 
to enforce the Federal Securities laws. The ultimate responsibility for this 
function rests with the Commission. 

We are asking for personnel to enable us to inspect 1,440 broker-dealer firms in 
fiscal 1957. Eliminating 700 of the firms which are adequately inspected by 
securities exchanges, the 1,440 inspections would enable us to visit each of the 
remaining firms about once every 24 years. This is an important part of our 
program to protect investors, by preventative enforcement work. 
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SEC APPROPRIATION, FEES RECEIVED, NUMBER OF PERSONNEL 


We have another chart showing the Commission’s appropriations, the fees 
received and the personnel, each year from 1951 to date. 


| 
a 2 eS | 
Percent of fees! Average per- 
sonne 


| 
Fiscal year ew Fees | to appropria- 
ion 


tion 





$1, 087, 022 17.5 

1, 364, 447 23.5 

1, 199, 370 | 22.9 

1, 215, 749 | 24.3 

‘ ‘ 1, 703, 290 35.2 

1956 ! 5, | 1, 706, 200 | 34.5 
1957 ! < 1, 805, 200 31.4 


i Estimated. 





An appropriation of $5,749,000 for 1957 will permit us to carry a staff slightly 
below the level of 1953. As I have mentioned previously our work has been 
steadily increasing since then. 


SEC PERSONNEL——DEPARTMENTAL AND FIELD 


We have one more chart showing the personnel of the departmental service 
and the field service between fiscal 1951 and an estimate for fiscal 1957. 

From the fiscal year 1951 through fiscal 1955 the overall staff was reduced from 
1,040 to 700 because of reduction in our appropriations, but the field staff, although 
reduced somewhat in number, has shown a steady increase in proportion to the 
total employment of the Commission. The average employment by fiscal years 
is as follows: 


| Percent of 
Fiscal year Depart- | Field | Total field to 


mental total 





710 330 | 1, 040 
616 314 | 930 
527 286 813 
484 | 262 | 746 
443 | 257 | 700 
445 | 272 717 
490 304 794 





1 Estimated. 


So far I have mentioned only two of our functions for which increases are 
requested for 1957: the examination of registration statements and related docu- 
ments; and the broker-dealer inspection program. There are other functions we 
do which are of equal importance to these two: 

Our enforcement activities, which involve both the regional offices and the 
Division of Trading and Exchanges; 

The administration of the Public Utility Holding Company Act and the 
Investment Company Act; 

Regulation of securities markets, including the detection and prevention of 
manipulation and other illegal practices; 

The compilation of statistics for our own use and as a part of the Government’s 
overall statistical program; 

The rendering of interpretative advice to the staff and to the public; 

Performing numerous legal activities such as the handling of matters under 
chapter X of the Bankruptcy Act, the appearance before courts in civil proceed- 
ings, assisting the Department of Justice in criminal proceedings and many other 
related legal activities; the preparation and the drafting and publication of the 
Commission’s opinions and decisions; 

The examination and action on regulation A filings involving securities offerings 
of $300,000 or less in any 1 year; 

The formulation and review of accounting practices of corporations under the 
jurisdiction of the Commission; and 
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Other duties related to the administration of the seven statutes under the 
Commission’s jurisdiction. 

We need additional help in other of our divisions and offices, to effectively per- 
form the functions I just summarized. 

The justifications cover an explanation of the personnel increases we have 
requested for each division and office. Knowing that you have read the justifica- 
tions and that you are generally familiar with our needs, I will not, in this state- 
ment, go into each item. I understand that members of the committee will have 
questions to ask us. I will be glad to answer all questions I am able to or have 
authority to answer. The other Commissioners and the staff presently here will 
assist in answering your questions. 


SUPPLEMENTAL APPROPRIATION, 1956 

The Commission has requested a supplemental appropriation of $323,000 for 
the fiscal year 1956 to defray the cost of the salary increases authorized by the 
Federal Employees Salary Increase Act of 1955 (Public Law 94, 84th Cong.; 
69 Stat. 172). 

A request has also been made to increase the limitation on travel expenses, 
$132,000, in the 1956 appropriation act to $157,500, because of the increase in the 
rates of per diem and automobile allowances authorized by Public Law 189, 
approved July 28, 1955 (69 Stat. 393). 

These two requests now are pending before the Bureau of the Budget. 
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SUMMARY OF BUDGET ESTIMATE 


Mr. Armsrronea. Mr. Chairman, and members of the subcommittee, 
the President has recommended an appropriation of $5,749,000 for 
the Secutiries and Exchange Commission for 1957 fiscal vear, which 
involves a total increase of $749,000 over the appropriation of 
$4,955,000 for the current fiscal year. The figure of $749,000 includes 
$325,500 for the statutory pay increases which became effective last 
March, and $468,500 to expand some of our activities. 

All items of increase or decrease are listed in column 4 of the table 
appearing at page 4 of the justifications, the 1957 budget estimate. 

Also the budget estimate or the justifications explain in detail the 
necessity for each item of increase, and describes the work of each 
division and office. 

Mr. Chairman, I am not sure whether your procedure contemplates 
at this point that page 4 should be included in the record; it is the 
tabular presentation here. 

Mr. Evins. It is rather lengthy and extensive, but it may be 
received in the record and accompany your statement if you wish it. 

Mr. ArmstronG. Thank you very much, sir. 

(The matter referred to is as follows:) 


SECURITIES AND EXCHANGE COMMISSION 


Actual costs for 1955, allotments for 1956, changes for 1957, and totals for 1957 





(1) (2) (3) (4) (5) 
































sncte yore | Allotments, | Changesfor | Estimate, 
Costs, 1955 | 1956 1957 1957 
Division/ Office | | Agere | | Agere- | Acgre- 
Man- Cost | Posi-| gate of | Posi-| gate of | Posi-| gate of 
years ; | tions | annual | tions | annual | tions | annual 
| salaries | Salaries | Salaries 
} | } | 
| - sti 
Executive offices........-.-- 7 20.8) $192,499} 20) $188, 530)....../.......__| 20) $188, 530 
Office of the Secretary - ai 5.0 30, 137| 5 32, 340 2 $9, 33¢ 7 41, 670 
Office of Hearing Examiners-. vi 4.1 35, 611) 4 37, 590) - eiifsia ee 4 37, 590 
Office of Opinion Writing a oe 45, 174) 7| 60,345) 2) 8, 855) 9 69, 200 
Office of General Counsel ...| 20.2) 148, 948) 22) 163, 505) 6 32, 390) 28; 195,895 
Office of Chief Accountant : 8.1 67, 182} 8) 74, i... ays 8 71, 295 
i— = = — [SE SS SO 
Division of Corporation Finance: 
Director __--- 3.9| 27,595 3} 24, 765) 2) 15, 025 5) 39, 709 
Branches of An: aly sis, E xamination, | | 
and Interpretations (4) 113.7] 816,569) 120' 876,610) 181 104,550} 138! 981, 160 
Branch of Administrative Interpre-_ | 
tations and Enforcement 14.7 97, 874 Bt SION < ween dloSaesnuck | 12) 108, 590 
Branch of Accounting Analysis and | 
BROT IOIE soc cnc cenccapnnecs 11.8 (Si, 697) 12 73, 650 1 3, 415 13 77, 065 
Ps ick h ds okhek onmaaee 144. 1 1, 009, 735 _1a7| 1, 083, 615 5 21; 122,990 16811, 206, 6085 
Division of Corporate Regulation: 
Director _- 8.1 60, 430 10 76, 200 —1, —6,520 9 69, 680 
Branches of Public U tility Regula- 
tion (2) 23.3) 187,410 21; .184, 185 2 15, 140 23; 199, 325 
Branch of Investme nt Cc ‘omp: anies___ 17.5; 134,174 ll ae eee 16, 124, 205 
Branch of Special Studies aeeaees 6.0) 35,272 Dl) Ea duclnccevccns 6) 38, 455 
ee 54 9 417, 286 53 423, 045 1 8, 620 54 431, 665 
Division of Trading and Exchanges: 
Director 2.0 17, 608 5 43, 390 2 8, 855 7 52, 245 
Branch of Enforcement, Investiga- 
tion and Interpretation 39.4) 218, 066 41) 238,885 8 31, 880 49, 270, 765 
Branch of Trading Practices and 
Markets . 19.4, 135, 799 18 ; 18} 128,575 
SEC statistics 9.5 52, 886 12 . 1 5, 440 13 81, 805 
Overall Government statistics 8.0 49, 381 14 72, 865 5 23, 540 19, 96, 405 
I i ict ns i 78.3, 473, 740 90 560, 080, 16 69, m5 106) 62%, 795 
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SECURITIES AND ExcHANGE ComMMISSION—Continued 


Actual costs for 1954, allotments for 1956, changes for 1957, and totals for 1957—Con. 





° 4 a 
: (1 (2) (3 { 
f ‘ \acte YORK Allotments, Changes fot Estimate, 
Costs, 1955 1956 1957 1957 
; 
isio tice 
Division/Offlee Aggre- A gere- Agere 
Man- Cost Posi- gate of Posi- gate of Posi gate of 
: years tions | annual (tions annual tions annual 
salaries salaries Salaric 
Division of Administrative Manage- | 
3 ment: rad 5 ‘ ! ts ty ti i 
‘ Branch of Administrative Services..| 79.5 $331,376 84 $341, 674 l $3,175 85) $344,849 
4 Branch of Personnel aot 7.0 42, 979 7 46, 355 1 3, 670 S 50, 025 
q Branch of Budget and Finance | 11.0) 54, 683 12) 62,085 12) 62.08 
a Subtotal | 97.5} 409,038) 103) 450,114 2} 6,84 105; 456. 959 
Subtotal, departmental 438. 8) 2, 829, 350 459 3, O70, 459 5O| 258. 745 500 3. 320. 204 
Reg ional offices: 
New York 102.4, 671, 093 102) 693, 500 10 63, 900 112) 757. 400 
Boston. 9.0 61, 590 12 82, 215 2 2, 780 14 04. OOF 
Atlanta 10.9 72, 124 13 87,075 | 6, 390 14 93. 465 
Chicago 53.9) 359, 531 57. 395, 685 4 25, 560 61 421. 245 
Fort Worth 15.1 91, 554 16 99, 230 3 16. 195 19 115. 42h 
Denver 19. 4 121, 761 25) 155, 560 6 38, 340 31 193. 900 
San Francisco 25.1) 161,311 27| 179,620 3 19,170 30) 198. 790 
Seattle 13.0) 8&5, 976 15) 102, 180 3 16, 195 IS} 118,375 
Washington 12, 2 84, 543 12 76, 020 2 9, 805 14 85, S25 
Subtotal, field 261. 0/1, 709, 484 279/1, 871, O85 34, 208, 335 313 2,079, 420 
Personal services . 699. 8/4, 538, 834 738) 4, 941, 544 84 467, 080 822/5, 408, 624 
Less: Reimbursements for services per- 
¥ formed - - - - ; ; —8.0 54, 300 —4 30, 250 andl 30, 250 
Subtotal 691. 8)4, 484, 534) 7344, 911, 294 84 467, 080 818) 5, 378, 374 
Minus adjustment for lapses —17) 145,429 —7 42, 060 24) 187. 489 
i Net personal services - - 691. 8\4, 484, 534 717)\4, 765, 865 77| 425. 020 794 5, 190, 885 
Regular pay in excess of 52-week base 18, 000 —18, 000 
Overtime and holiday pay 3, 590 3, 000 1, 000 4. 000 
All personal services 691.8 4, 488, 124 7171/4, 786, 865 77\ 408, 020 794/5, 194, 885 
3 ‘ 7 = dl =— =— 
4 Other obligations: 
g Travel ee ns : 107, 914 132, 000 65, 500 197, 500 
; Transportation of things---. 4a ‘ 5, 208 , 4, 100 4, 100) 
i Communication services 103, 623 114, 950) _- 8, 750 123, 700 
i Rents Jeod -on2-------- 12, 366 12, 400 12, 400 
4 Printing and reproduction. 35, 115 103, 900 — 56, 500 47, 400 
Other coniractual services 37, 096! 56, 385 9, 708 66, ORS 
j Supplies and materials : 45, 402 52, 500) __. 6, 980 59. 480 
5 Equipment en : 3, 960 13, 100 25, 575 38, 675 
Taxes and assessments_.........-.-- F 4, 202 f 4, 300 475 4.775 
i Subtotal, other obligations 3 354, 886) 493, 635 | 60, 480 554, 115 
: ‘ a. oe a. ' 
! Total obligations - _--- Pes 4 ; 4, 843, 010 5, 280, CO} __- 468, 500 5, 749, 000 
Unobligated balance, estimated savings - Sess a 
; Cost of pay increases (1956) -. .--- ‘ — 325, 500 325, 500 
3 . — —_——— —-- = —-- -—~ — 
Appropriation or estimate - - ‘ 4, 843, 180 4, 955, 000 794, 000 749, 000 
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Mr. Armstrrone. Now, I do not propose to cover the work of each 
organizational unit in my statement but I would like to mention to 
the subcommittee some of the circumstances which have brought about 
a substantial increase in the Commission’s workload and to cover 
some of the more important phases of our work, and I will start with 
a brief description of the organization of the Commission. 


ORGANIZATION OF THE COMMISSION 


In the central office here in Washington we have three operating 
divisions, the Division of Corporation Finance, the Division of Trad- 
ing and Exchanges, and the Division of Corporate Regulation. 

We also have here the Office of the Chief Accountant, the Office of 
the General Counsel, and the Division of Administrative Manage- 
ment. 

There are also two other small offices here, the Office of Hearing 
Examiners, and the Office of Opinion Writing, both of which report 
to the Commission. 


REGIONAL AND BRANCH OFFICES 


We have 9 regional offices and 4 branch offices. These are field 
offices. 

Among other duties, the staff of the regional offices conduct in- 
vestigations and inquiries necessary for the Commission’s enforce- 
ment program. 

They conduct broker-dealer inspections, and they also appear in the 
Federal district courts in chapter X matters, bankruptcy matters. 


INCREASE IN PUBLIC FINANCING 


Mr. Chairman, I would like to give the subcommittee an idea of 
some of the problems which the Commission has faced in recent 
months by reason of the tremendous increase in public financing, 
the tremendous increase in the activity in the capital markets of the 
country and the efforts that we have made to accommodate to that 
situation and the efforts that we believe should be made in the future 
to accommodate the work of the agency to that situation in the light 
of our statutory duties under the Federal Securities acts. 

If you do not mind, would you turn to the charts, copies of which 
have been furnished with my formal statement, or you may prefer to 
look at the larger charts which we have prepared to illustrate the 
tremendous increases I just mentioned. 


REGISTRATION OF SECURITIES OFFERED FOR PUBLIC SALE 


Now, under the Securities Act of 1933, persons wishing to sell new 
issues of corporate securities in interstate commerce are required to 
register the securities with the Federal Government, with our agency. 

This [indicating] is the trend in the registration statements filed 
and in the dollar amounts of the corporate securities registered for 
sale to the public. 

We are using fiscal years on the chart; included are the fiscal years 
1951, 1952, 1953, 1954, 1955, and we estimate the filings for the years 
1956 and 1957. 
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Back in the fiscal year 1951, the number of registration statements 
filed, and those are the disclosure documents which have to be processed 
in our Division of Corporation Finance, was down to between 500 
and 600. 

The number went up [indicating] to above 650 at the end of 1952, 
and then it dropped off a little, in 1953, to just over 620; in 1954 it 
was up around 650, and then in the fiscal year 1955, it shot up here 
[indicating] to 849. Our Corporation Finance Division was faced 
with the problem of processing that number of registration statements, 
and it has been a tremendous job for the personnel that were available. 

We estimate, gentlemen, that the trend, and we have no basis for 
assuming that it 1s going to continue to be an almost vertical increase 
like this which you see on the chart, but we do estimate that there will 
be a continuing increase in the months and years ahead, and we pro- 
jected the filings for 1956 and 1957 as 875 and 900, respectively 
{indicating}. 

Of course, we are well into the fiscal year 1956, and we are running 
ahead of the estimated 1956 filings. 


DOLLAR VOLUME OF SECURITIES REGISTERED 


The next chart, Mr. Chairman and gentlemen of the subcom- 
mittee, shows the dollar volume of the corporate securities registered 
with the Commission. 

Mr. Evins. These charts reflect the registration in numbers of 
filings and the dollar volume but do not inc clude the exemptions ? 

Mr. Armstronc. That is correct. They do not include the exempt 
filings under our regulations A and D. There were over 1,600 of 
those filings involving $295 million of securities in the last year. 

Mr. Chairman, those filings are processed by our regional offices. 
This chart is particularly directed to the Cor poration “Finance Di- 
vision. 

Going back [indicating] you will notice the trend in the fiscal 
year 1952, the dollar volume being over $6 billion, and for 1952 it 
was about $9 billion, dropping off to under $8 billion in 1953, and 
then going up in 1954 to $9 billion and in 1955 to $11 billion. There 
has been a rather steady and progressive increase in the first half of 
fiscal 1956. 

Again we estimate that the increase will continue through fiscal 
1957. 

For the present year, the fiscal year 1956, we estimate about $12 
billion; and for 1957 probably a little more than that, $12.2 billion. 


PROCESSING REGISTRATION STATEMENTS 


The staff of our Division of Corporation Finance examines and 
processes these registration statements and their work is important 
to the investing public, in that it is directed toward assuring, under 
the statutory standards, full disclosure of the pertinent information 
which is required by the Securities Act and the regulations of the 
Commission to be disclosed to the public and to the respectiv e investors 
in those new issues of securities. 

One of the problems that we have faced in the Corporation Finance 
Division and have faced very acutely in the past year, has been the 
result of the tremendous activity in the capital markets. 
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We have been confronted with registration statements in the past 
vear or 18 months that have not, on their face, conformed to the 
<lisclosure standards of the act; we have faced very difficult problems 
because we have had to go to stop-order proc eedings in a number 
of cases, as provided by section 8 of the Securities Act; and in many 
cases, we have withheld stop orders to make investigations of the 
companies to be able to have a better estimate than has “been provided 
by their own filings on their face, as to whether or not the disclosure 
standards were being complied with, and as to whether or not there 
was danger of fraud in a particular issue. 

For that reason, the administration of the statute has been very 
(lifficult and more complicated than in any prior period in the history 
of the Commission. 

I think we have had something like 12 to 15 stop-order cases in 
the last 7 months. Except for 1 or 2 in the decade of the forties, 
there has been no substantial number of stop-order cases since around 
1940, 1941, or 1942, and we have felt that we had to take a very much 
stronger and more aggressive position in administering the Securities 
Act. Our basic objective is the disclosure of honest information to 
the investing public. 


SECURITIES EXCHANGE ACT 


Now, gentlemen, the second pair of charts shifts over to the area 
of the Securities Exchange Act. Under that act, we have jurisdiction 
over stock exchanges, over registered broker dealers, and over national 
dealers associations of which there is one, the National Association 
of Security Dealers, Inc., the NASD. 


BROKER-DEALER INSPECTIONS 


One of the functions that we have under the Exchange Act is 
to make periodic inspections of the brokers and dealers who are 
registered with us, and, again, the trend over the years is rather 
interesting. 

Back in the fiscal year 1951 we made a little over 900 inspections. 
That tapered over to a little over 800 at the end of 1952, and down 
to just at the point of 700 at the end of 1953, and then it increased 
somewhat in 1954 and again in 1955. So, at the present time, or as 
of the end of the fiscal year 1955, we were running somewhat over 800 
broker-dealer inspections a year 

Comparing that with the manber of registered broker-dealers there 
were about 3,950 in 1951. The numbers reached 4,000 at the end of 
the fiseal year 1952, and it moved to about 4,100 in 1953 and a little 
above that in 1954. Then in the fiscal year 1955, it shot up here to 
about 4,500, 

There are some figures in the prepared statement indicating that our 
estimate, which was made last September in connection with this 
particular budget request, was on the conservative side. At the 
present moment, there are 4,457 registered broker-dealers. Again, 
that situation reflects the activity in the capital markets, both for 
new issues and for issues that are traded. 

Let me give a little more detail of the problem we face. 
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With that number of registered broker-dealers, it would be impos 
sible, with our present inspection staff to make an inspection of each 
broker-dealer within any particular period of time. Consequently, 
we have to make a judgment evaluation as to the broker-dealers that 
we select for inspection. 

For example, because the New York Stock Exchange has certain 
auditing procedures with respect to its members, the Commission 
historically has made a judgment evaluation not to inspect these firms 
unless a particular problem developed or was called to its attention. 

Mr. Evins. Mr. Chairman, I believe your statement indicates that 
7 are only able : at the present time to make 1 inspection every 3 years 
of approximately 3,600 brokers. 

Mr. ArmsrronG. That is correct, Mr. Chairman, and that is the 
problem we are getting to. As the number of broker-dealers increased 
in the fiscal year 1955, we found a number of people were coming into 
the securities markets who did not have experience in the markets, 
who set up small shops, many of whom do not understand the rules 
that we have in effect for the protection of investors. I am speaking 
of such rules as those pertaining to the handling of customers’ securi- 
ties; the rules pertaining to funds on deposit; the rules pertaining to 
hypothecation of customers’ securities; the rules of the Federal Re- 
serve System with respect to the extension of credit on securities; the 
rules regarding the giving of proper confirmations to customers about 
transactions; and partic ularly the rules in regard to the keeping of 
necessary books and records. 

We have had a very serious problem in that regard and for that 
reason, bearing in mind that we simply cannot inspect member firms 
of the stock exchange, we have attempted to direct our inspection 
emphasis toward firms that are not inspected by the stock exchange 
procedures. We have attempted to see that most new registered 
broker-dealers are inspected as promptly as we can, but we have not 
been able to do it, and we have made a policy decision with respect to 
the fiscal year 1957, that rather than adhere to the tradition of a 
3-year average for inspections, we would request that there be suffi- 
cient personnel made available to us so that we might reduce the 
average time between inspections to 214 years, and it is with that in 
mind that we have asked for an increase in the number of broker- 
dealer inspectors to be available in regional offices for 1957. 
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GROSS NATIONAL PRODUCT 


Then, Mr. Chairman and members of the subcommittee, we have 
included a subsidiary chart on the gross national product, because it 
indicates the correlation between this great activity in the capital 
markets with the economic activity of the country generally. 

[ will not dwellon that because it is by way of correlation of back- 
ground information, but you can see that moving from 1951 up 
through 1953 there was a steady increase in the rate of gross n: tional 
product from about $328-billion-odd annual rate up here to over $360 
billion here [indice ating). 

These are calendar years, where it moved up to $360 billion and then 
it moved up further until at the end of the calendar year 1955 it was 
just under the $390 bilhon mark. 
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So, it is right in the pattern of the economic activity of the country 
that we in the Securities and Exchange Commission have been faced 
with a very much more active securities market. 


RELATION OF FEES TO APPROPRIATIONS 


Then, gentlemen, we thought it would be interesting to you to relate 
what I have just described in terms of the capital markets, the number 
of registration statements filed, the number of registered broker- 
dealers and the number of broker-dealer inspections to the Securities 
and Exchange Commission’s appropriations, the fees received, and the 
number of personnel that has been available to us. 

Parenthetically, I might mention that the fees are received pursuant 
to the provisions of the Securities Act which require fees for the regis- 
tration of new issues of securities, and under the Exchange Act, fees 
for the transactions conducted on the exchanges. 

The fees are covered into the Treasury as miscellaneous receipts 
and, of course, are not available for expenditure by us, as I am sure 
is a matter of full knowledge with you gentlemen. The only funds 
available to the Commission are those which are appropriated by the 
Congress. 

Since the fiscal year 1951, the SEC appropriations were gradually 
reduced from the amount of $614 million to under $5 million for 1955. 
In 1953, it came down to $514 million. In 1954, it was about $5 million 
and then in 1955, it came down here to just above, I believe, $434 mil- 
lion, and in fiscal year 1956, it is just under $5 million. 

The 1957 estimate reflects an increase to $5,749,000, which we are 
discussing with you gentlemen here today. 


DECLINE IN PERSONNEL 


Then as to the average number of personnel, looking on the right- 
hand side of the chart here, in 1952 the number of personnel in the 
Commission was decreased from a little over 1,000 to a little over 900, 
about 930. 

In 1953, it dropped down here to 813. 

Tn 1954, it was 746 and in 1955, it was about 700. 

This 1956 figure probably will increase a little to about 717. 

I think the 1st of February we had 704 people on the rolls. 

Then the fees received, gentlemen, are down here at the bottom, a 
Jittle over $1 million on an annual basis in the 1951 fiscal year. The 
came up to about $1,365,000 in 1952 and then went along a little bit 
under that in 1953 and 1954 [indicating]; but then in 1955, they 
reflected a very considerable increase under the new issues and in 
trading on exchange markets and they were up here to about $1,703,000. 

So, the net cost of the operation of the Securities and Exchange 
Commission to the United States Government, if you permit the fees 
received by us to be considered in estimating such net cost, has been 
progressively less. 

The insert chart here [indicating] shows the ratio of fees received 
to the appropriations granted the Commission. You can see that 
the 1951 ratio of fees to the appropriation was about 18 percent. It 
got up to about 24 percent between 1952 and 1954 [indicating], but in 
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the fiscal year 1955 it started moving up, so that at the present time 
the fees are over 35 percent of our appropriation. 

Mr. Evins. That is a very impressive chart which shows your setoff 
against appropriations. 

“Mr. Armsrrone. Thank you very much, Mr. Chairman. It gives 
an idea of the relative cost of the Commission to the taxpayers of the 
country. 

SEC PERSONNEL, DEPARTMENTAL AND FIELD 


Now, Mr. Chairman and members of the committee, we thought we 
would conclude with a chart showing the number of SEC personnel, 
comparing the number of those located here in Washington in the 
central office with those located in the field offices—the 9 regional 
offices and the 4 branch offices which I mentioned previously. 

I think it should be clear to you gentlemen that historically this 
subcommittee has expressed itself as being interested in the strength- 
ening of our field personnel, in relation to our personnel in W ashing- 
ton. 

Because of the character of the markets which I have described, 
we have been faced with the necessity of doing everything we could 
to strengthen our field offices, because in those field offices the enforce- 
ment work goes on, the investigative work, the inspection work and 
the antifraud work. 

It is done by the personnel in the field offices. 

This represents the trend in 1956 and the request that we have in 
for 1957, getting us back to about 725 people. In reducing the total 
number of personnel in the agency, relatively speaking, the squeeze 
has been made in the W ashington office. The squeeze has been in the 
departmental service so that as we reduced the staff to a little under 
700 from over 1,000 during the period from 1951 to 1955, field offices 
were reduced from about 325 to about 300, 

That gives you the trend and, of course, as was indicated previously, 
these broker-dealer inspectors which I mentioned, and various others 
that are requested, would be in the field offices. 

However, relatively, should the Congress look with favor upon our 
estimate, there would be something of a trend upward in Washington 
principally because of the impact of this registration work on the 
Corporation Finance Division. 

Mr. Evins. Mr. Chairman, was the percentage drop in personnel 
due to budget considerations, or was it because you had a lot of ineffi- 
cient employees that needed to be culled out ? 

Mr. Armstronea. I do not feel, Mr. Chairman, that it was due to 
inefficient employees. 

I can speak from personal knowledge of that only from 1953, but I 
would not say it was because of ineffic ‘ient employees. I think that it 
was more due to budgetary considerations. 

Mr. Evins. You certainly would want to retain your experienced, 
competent, and qualified employees. 

Mr. Armstrona. As a matter of fact, as I recall it, the Commission 
went through five successive reductions in force, and it has been a very 
drastic piece of surgery. I was present to participate in the agony 
of the fifth one which was in the fall of 1953. Since then, there have 
been no involuntary reductions in force. 
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However, during the fiscal years 1953 and 1954, there were resigna- 
tions, and the vacancies were not filled because if we had filled them, 
we would have over-obligated our appropriation for the fiscal year. 
It was not until the yy a gave us just a little more breath of life 
in the current fiscal year, by an addition of about $200,000 in the 
appropriation for the saa fiscal year, that we began to be able 
to move ahead. 


LOAN OF EMPLOYEES TO OTHER AGENCIES 


Mr. Evins. I observe in your statement you indicated that you 
loaned out some of the top- flight personnel in the higher grades who 
were transferred to other agencies. 

Mr. Armsrrone. Yes. From time to time, Mr. Chairman, particu- 
larly in the period between the 1st of last April and the 30th of June, 
we have been in the most unfortunate position of attempting to loan 
out, on a reimbursable loan basis, some of our high-grade personnel 
whose work was very vital to the successful operations of our agency, 
to other agencies, in order not to lose them and to keep within the 
appropriation for the fiscal year. It isa very uncomfortable thing to 
have important law-enforcement work simply drop for weeks or 
months on any such basis as that, but that was the only way we could 
handle the situation without letting the men go. 

I do not want to sound dramatic or sentimental about it. It is a 
very practical problem in personnel administration to keep your per- 
sonnel interested and loyal and devoted to the work that they are doing 
in a situation of that kind, and I feel that we have survived it very 
well. 

As a matter of fact, Mr. Chairman, I think we have one of the finest 
professional staffs in the Government. I believe Mr. Riordan can 
help me on this. Am I not correct in thinking that there are some- 
thing like 300 personnel who have been with the agency for 20 years, 
or the life of the Commission ? 

Mr. Rrorpan. I think that is about true. 

Mr. Armstrone. Mr. Becker, would you help us on that ? 

Mr. Becxer. We have over 110 people who have been with the Com- 
mission more than 20 years and an additional 350 who have been with 
the Commission between 10 and 19 years. 

Mr. Armstrrona. I think that gives you an idea, gentlemen, of the 
devotion and loyalty of these people on our staff. 

However, one of the things involved is that the average age level 
of the personnel increases. We have in mind that we need some 
younger people out of the professional schools. We hope to get them 
if we are successful in persuading you gentlemen and the Congress 
that our program for 1957 is a sound one. 

Gentlemen, that concludes the informal observations I wanted to 
make. 

Mr. Evins. Thank you very much, Mr. Chairman. 

Mr. Armstronc. My fellow commissioners are here. The division 
directors are here. The General Counsel is here. The Executive Di- 
rector is here. The personnel officer is here, and the budget and fiscal 
officer is here and we brought with us today, I believe it is the first 
time in recent years at any rate, we have brought with us the regional 
administration of our two largest regional offices. 
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NEW YORK AND CHICAGO REGIONAL OFFICES 


Mr. Sargent’s office in New York covers the States of New York 
and New Jersey. He has over 100 people in it. It is our largest field 
office. It takes about 25 people doing what we call the market. sur 
veillance operation, watching the tic ‘ker quotations and the quotations 
in the national daily quotation sheets to guard against manipulation 
and to investigate any manipulation that may appear in the big New 
York capital market, 

We also have with us Mr. Hart from Chicago who, incidentally, 
I think you gentlemen would be interested in knowing, has been in 
the Federal service for many, many years, and is one of our leading 
lights in the enforcement field. I believe Mr. Hart’s region covers 
nine States. He has under his jurisdiction the branch office in 
Cleveland. 

We are all available here for questioning and to respond to any 
inquiries that you have have of us, and to give you all of the informa- 
tion we possibly can. 

Thank you very much, Mr. Chairman and gentlemen of the 
committee. 

Mr. Evins. Thank you, Mr. Chairman. You have made a very 
excellent statement. Your charts are certainly impressive in depict- 
ing the problems with which your Commission is confronted. You 
have made a very fine statement. 

Mr. Armstrona. Thank you, Mr. Chairman. 

Mr. Evrys. I might say also that I have been very much impressed 
with your budget justific ation and the method in which it is compiled. 


SALARIES AND EXPENSES 


You are asking for $5,749,000 for next year, which represents a 
$794,000 increase over 1956. 

Mr. ArmsrronG. Yes, sir. 

Mr. Evrns. Is that correct ? 

Mr. Armstrrone. Yes, sir. 

Mr. Evins. And you have pointed out that the amount of public 
financing undertakings in the past year has been the highest i the 
Commission’s history, exceeding for the calendar year 1955, some $12 
billion. 


PERSONAL SERVICE 


You are asking for 84 new employees. Can you tell the committee, 
generally just where you expect to place these employees / 

I know that they are broken down into various segments as you have 
them there in the justifications, but where will the major ity of them be 
located ? 

Mr. Armstrone. Mr. Chairman, there will be 21 in the Division of 
Corporation Finance, 16 in the Division of Trading and Exchanges 
and 34 in the regional and branch offices. Those are the principal 
offices for which we request additional personnel. There are others, 
of course, and if you want the full detail, [ can give it to you, sir. 

Mr. Evins. What was the highest number of personnel that your 
Commission has ever had in its history ? Q 

Mr. Rrorpan. About 1,784 in 1941. 
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Mr. Evins. You are about 700 now? 

Mr. Armstronc. Y es, sir; 704 the 1st of February. 

Mr. Evins. But that would still make your Commission staff sub- 
stantially under its peak? 

Mr. Armsrrona. Yes, sir. 

I think it might be mentioned that one of the functions of the Com- 
mission under the Public Utility Holding Act in regard to the simplifi- 
cation of corporate structures has been substantially completed so that 
perhaps in 1941, there were about 250 people in that Division. 

Today in the Division of Corporate Regulation, we have 54 people. 
I did not want to leave the impression that we would need 200 extra 
people there. That work has been substantially accomplished so that 
that reduction is quite normal. 

Mr. Evins. The additional employees requested together with the 
present employees would take care of the necessary increase in work- 
load that you anticipate ? 

Mr. Armstronc. Yes, sir; in the light of the present condition of 
our staff. 


SUMMARY OF BUDGET INCREASES 


Mr. Evins. Mr. Reporter, would you place in the record, pages 1, 2, 
and 3 of Chairman Armstrong’s letter accompanying the justifications? 
(The matter referred to is as follows :) 


The CHAIRMAN, COMMITTEE ON APPROPRIATIONS, 
House of Representatives, 
Washington, D. C. 
Srr: The 1957 budget estimate of the Securities and Exchange Commission is 
in the amount of $5,749,000. It differs from the appropriation for the current 
fiscal year ($4,955,000) in the following respects : 


einer metensinienntthnsn hgeastinnss 


Item Deductions Additions 


PE CD iS cadunkddeuctneeseeawascs Gone abs eee nike Luar a $425, 020 





Overtime pay i . ‘ ‘ ci ails ton ase . 1,000 

Other obligations z shal ceating Saale tw clos ‘ po aietan 116, 980 

Pie tecoaas (rile LOW 06)... 2 ow nnn noe nddwetiicnnacecescds iC onebars ek 325, 500 

Printing cease ah pea cudnt ‘ - S06. G98 f..<<c..... . 
Pay in excess of 52 weeks nie 5 eb ced Jidnbareioe "18. 000 

i iekteschincank rire asians paseo iio ite teen triacs me aceasta. | 74, 500 “R68, ! 500 

| | —74, 500 

Net increase.......-. sik te & mah eal wieik dp dalna centage tains tiie aan antag eipaen naatede i 794, 000 


In the current calendar year there was a substantial increase in the volume 
of economic activity as compared to previous years and there is every indication 
that this volume will continue to increase. The amount of public financing under- 
taken during the 1955 fiscal year exceeded that of any year in the Commission’s 
history. New corporate financing during the calendar year 1955 exceeded $12 
billion. This compares with $914 billion of new corporate financing for the 
calendar year 1954 and with $19 billion for the calendar year 1929, indicating 
that 1955 was the biggest year in the history of the United States from the stand- 
point of new corporate financing. Such high volume economic activity greatly 
increased the workload of the Commission, and it is the considered view of the 
Commission that the increased appropriation requested is essential if the 
Commission is to continue to protect the public interest in the manner and to 
the extent directed by statute. 

The additional 84 positions requested for 1957, of which 21 are for the 
Division of Corporation Finance, 16 for the Division of Trading and Exchanges, 
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1 (net) for the Division of Corporate Regulation, 6 for General Counsel's staff, 
2 for the Office of Opinion Writing, 2 for the Office of the Secretary, 2 in the Divi- 
sion of Administrative Management, and 34 for the regional offices, are sought 
primarily to implement the Commission’s enforcement program and to compen- 
sate for an overall increase in workload. 

An essential element in the enforcement program is a consistent plan of broker- 
dealer inspections. At present, the staff is able to inspect only about once 
every 3 years the approximately 3,630 firms which are not members of an 
exchange. In order to supervise properly the many new firms being organized 
each year and to supervise existing firms in a manner consistent with the public 
interest, an inspection of these firms should be made about once every 18 months. 
As a beginning step toward this goal, a program sufficient to enable an inspec- 
tion once every 2% years is planned for fiscai 1957. This will require an ad- 
ditional 17 broker-dealer inspectors and 13 securities investigators. 

The general increase in the Commission’s workload is best exemplified by in- 
creased in 1933 act registration statements filed, filings under regulation A, and 
the increase in activities in all securities markets. Furthermore, the high vol- 
ume of economic activity has been accompanied by increased congressional in- 
terest in the regulatory functions of this Commission and congressional requests 
for information. This has further added to the Commission’s workload, 

In preparing the budget estimate for fiscal 1956 it was assumed that 660 regis- 
tration statements and 1,270 regulation A filings would be received in fiscal 
1955. The actual filings during fiscal 1955 consisted of 849 registration state- 
ments and 1,628 regulation A notifications and offering circulars, involving more 
than $11 billion in principal amount of registered securities offerings and $294 
million of exempted securities offerings (under regulation A, etc.), respectively. 
Also, there were a number of important proxy contests which required a con- 
siderable amount of the time of the staff to process and act on the proxy material 
filed. The examination of these, and related filings, such as periodic reports, has 
proved to be beyond the capacity of the present staff of the Division of Cor- 
poration Finance and, consequently, a backlog of unexamined material has 
accumulated in recent months. The addition of 21 positions in this Division is 
necessary to permit the Division to meet its greatly increased workload and to 
administer effectively the securities statutes with which it is concerned. 

The increase in the number of broker-dealers registered with the Commission, 
the continued increase in the number of stock offerings in uranium, mining, oil, 
and similar ventures, and, the high volume of trading in securities, which is the 
highest in the history of the United States, greatly augments the work of the 
Division of Trading and Exchanges, as well as the regional offices. The Com- 
mission also proposes to undertake in 1957 a study and analysis of the char- 
acteristics of security issues of under $300,000, which are exempt from registra- 
tion under the Securities Act by the Commission’s regulation A. The study 
will cover, among other things, the sales experience of the companies, the cost 
of floating the issue, and the uses of the proceeds. The last such study was made 
in 1947. Because of the close attention now being given these small issues, par- 
ticularly by congressional committees, this study and analysis would be most 
helpful in following developments in this field. Eleven additional positions are 
requested for the Division of Trading and Exchanges to provide the personnel 
necessary to care for its expected greater workload. 

The Commission has been requested by the Office of Statistical Standards of 
the Bureau of the Budget to improve and enlarge the Quarterly Financial Re- 
port and the series of reports pertaining to plant and equipment expenditures of 
United States business, the latter prepared jointly with the Department of Com- 
merce. The expansion of the Commission’s portion of this program would 
require 5 additional positions at an annual cost of $23,540. 

Detailed explanation of the various items of increase and decrease in the 
Commission’s budget requests is contained in the justification of the estimates. 

It should be noted that over 31 percent of the estimated costs for fiscal 1957 
will be offset by fees and other revenue to be collected by the Commission. 

Sincerely yours, 
J. SINCLAIR ARMSTRONG, Chairman, 


STATUTORY DUTIES OF THE COMMISSION 


Mr. Evrns. I believe you have referred to the statutes under which 
you operate, Mr. Armstrong. Mr. Reporter, put into the record at 
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this point pages 1 and 2 indicating the statutory authority of the Com- 
mission and the first paragraph of page 3. 

Mr. Puss. When you say pages 1, 2, and 3, you mean the pre- 
liminary pages in the big book ¢ 

Mr. Evins. Yes, the preliminary statement in addition to the other 
statement of Chairman Armstrong. 

He has already, Mr. Phillips, requested that the charts which ac- 
company the statement be included in the record. 
(The matter above referred to is as follows:) 


LAWS ADMINISTERED BY THE COMMISSION 


The Securities and Exchange Commission administers the Securities Act of 
1933; the Securities Exchange Act of 1934; the Public Utility Holding Company 
Act of 1935; the Trust Indenture Act of 1939; the Investment Company Act of 
1940; the Investment Advisers Act of 1940; and certain provisions of chapter 
X of the Bankruptcy Act. 















































STATUTORY DUTIES 






The principal duties of the Commission under these statutes are— 
Securities Act of 1933.—Under this act, the Commission has the duty to ad- 
miinister a law which, with respect to securities sold in interstate commerce 
or by use of the mail, has two basic objectives: (a) to provide investors with 
financial and other information concerning new issues of securities or outstand- 
ing issues owned by controlling persons offered for public sale; and (b) to pro- 
hibit misrepresentation, deceit, and other fraudulent acts and practices in the 
sale of securities generally. 

Securities Exchange Act of 1934.—Under this act, the Commission is charged 
with the duty of requiring the filing of registration applications and annual and 
other reports with national securities exchanges and the Commission, by com- 
panies whose securities are listed upon the exchanges. These must contain 
financial and other data prescribed by the Commission for the information of the 
investing public. 

The act alse requires registration with the Commission of national securities 
exchanges, brokers and dealers engaged in an over-the-counter securities busi- 
ness, and national associations of such dealers. Their activities and practices 
are subject to regulation by the Commission in the interest of maintaining just 
and equitable principles of trade for the protection of investors and the public. 

The act also subjects to Commission regulation, short sales, stabilizing, floor 
trading, the activities of specialists and odd-lot dealers, and such matters as 
excessive trading by exchange members. It further provides for control of the 
use of credit to finance the purchase of securities listed and registered on ex- 
changes through establishment of minimum margin requirements by the Board 
of Governors of the Federal Reserve System. 

Public Utility Holding Company Act of 1935.—This act has two primary objec- 
tives: (1) regulation and control by the Commission, in accordance with pre- 
scribed standards, of the purchase and sale of securities, properties, and other 
assets by companies comprised within electric and gas utility holding company 
systems, their intrasystem transactions, service and management arrangements, 
ete.; and (2) limit system operations to physically integrated and coordinated 
properties, and by simplification of complex corporate and capital structures and 
adjustment of voting inequities among holders of securities of such companies. 

Trust Indeature Act of 1939.—The rights and interest of purchasers of debt 
securities issued under mortgage indentures and sold publicly are safeguarded 
through provisions of this act requiring elimination of exculpatory clauses from 
and inclusion of protective provisions in indentures. The act also requires that 
the indenture trustee, who as a representative of the debt holders has the duty 
to see that the covenants in the indenture are adhered to, shall be “independent” 
and free of any interests which might conflict with the proper exercise of his 
duties. 

Investment Company Act of 1940.—This act provides for the registration with 
the Commission of investment trusts and investment companies, and subjects 
their activities to regulation in accordance with prescribed standards in the 
interest of protecting investors. 
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Investment Advisers Act of 1940.—Persons who, for compensation, engage in 
the business of advising others with respect to their security transactions must 
register with the Commission. 

Vational Bankruptcy Act—Chapter X.—To aid the Federal courts in the ad- 
ministration of the affairs of debtor corporations being reorganized under chap- 
ter X, the Commission participates actively as a party to the proceedings in those 
causes in which a substantial public interest is involved. 


ExEcUTIVE OFFICES 


Mr. Evins. You are not asking for any increase of personnel for the 
Office of the Commission itself / 
Mr. Armsrrone. That is correct, sir. 


OFFICE OF THE SECRETARY 


Mr. Evins. But for the Office of the Secretary you are asking for 
two additional personnel ¢ 

Mr. ArmsironG. Yes, sir; that 1s correct. 

Mr. Evins. Mr. Reporter, include in the record at this point pages 
5,6, and 7 of the justifications. 

(The matter referred to is as follows: 


Executive offices 


xs in | - in ‘rease (decres 
Fiscal 1956 Fiseal 1957 Inc reas (dec cea 

1957 Over 1956 
Positions aid _— nliial 


Number | Salaries | Number Salaries | Number! Salaries 


Commissioners - - . -- nee - f $75, 000 $75, 000 
Commissioners’ Offices: 
Executive assistant to the Chairman | 12, 900 12, 900 
Legal assistants to Commissioners | 36, 175 36, 175 
Secretaries to Commissioners ‘ | é 27, 345 f 27, 345 
Clerk-stenographer eas ‘ | 4, 080 4, 080 
Executive director -_-_------ A i 13, 975 13, 975 
Assistant to the Executive Director 10, 320 10, 320 
Clerk-stenographers iis 2 8, 735 7 8, 735 


Nh okec Se ek Gace cedacann eal 188, 530 188, 530 


The amount requested for the Executive Offices, $188,530, will provide for the 
5 Commissioners and the staffs of their offices, and the Executive Director and 
his staff. 
Office of the Secretary 


Fiseal 1956 | Fiseal 1957 Increase (decrease 
1957 over 1956 


Positions 


Number | Salaries | Number | Salaries | Number | Salaries 


Secretary 1 $10, 965 
Assistant Secretary - ._-.---- adie ees 1 | 8, 215 
Recording secretary gli ahed «<n 
Clerk stenographers ne } 13, 160 


32, 340 


FUNCTIONS 


A heayy schedule of Commission meetings, occasioned by the large volume of 
business coming before the Commission, has imposed a heavy burden on the Secre- 
tary’s Office. For example, during a recent 2-month period, there were 79 sessions 
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in the 42 workdays, or nearly 2 meetings per day; and the meetings consumed an 
average of 3 hours and 20 minutes per day. The minutes for this period covered 
332 pages (single space) ; and they reflected Commission action on 852 separate 
matters. 

The Secretary or his assistant attends all meetings of the Commission and is 
responsible for the preparation and maintenance of the official Minute Record 
of its actions. His Office prepares the calendar or agenda of Commission meet- 
ings. The Secretary is custodian of the Commission’s official seal, with power to 
certify and authenticate documents reflecting official actions of the Commission. 
Some 3,000 orders, decisions, and rules are so processed yearly—and in multiple 
copies numbering from 5 to 10 each. The Office performs other related duties, 
including written notification to staff members with respect to Commission actions 
of interest to them. 

The Secretary also is the chief information officer of the Commission to which 
inquiries of the public and the press are directed. He prepares daily, for the 
information of the press, announcements of Commission action, a daily digest or 
summary of all important Commission decisions, orders, and regulations, and 
of all financing proposals filed with the Commission; and his Office prepares a 
“gist” of Commission decisions and orders (releases) which are distributed to 
its mailing lists. 

WORKLOAD 


Increasing informational activities of the Secretary, generated by the high 
level of business and financial activity and an increasing interest therein on the 
part of the press, makes him unavailable for regular attendance at Commission 
meetings. This has placed an additional burden upon the Assistant Secretary, 
calling for many hours of overtime work per week. Although the personnel of 
this Office works at maximum speed and top production, a backlog of work has 
accumulated, including final proofreading of nearly 5,000 pages of minutes. 
Constant reference to past action of the Commission for precedents and other 
purposes by the Commission and the staff makes it imperative that this backlog 
be reduced as soon as possible and that the records of Commission action be kept 
current. 


ADDITIONAL PERSONNEL 


There is an acute need for additional personnel in this Office. Funds are re- 
quested in 1957 to employ a recording secretary to relieve the Assistant Secretary 
in the attendance at Commission meetings and the performance of related duties; 
and of one additional clerk-stenographer, grade GS-4, to assist in keeping the 
work of the Office current and to help eliminate the backlog of work. The de- 
scription of the positions follows: 


Title Grade Salary rate | Number} Annual cost 





Pe CN, og ccuccdacatensténdaubeanceus GS-10 $5, 915 1 $5, 915 
NINE 5s csc ct a autsnconsebhtug eax ban GS-4 3, 415 1 3, 415 
WD oo ean 5 pA Aah tate oie. Le eduaateaee Scacebinuan nets 2 9, 330 


HEARING EXAMINERS 


Mr. Evins. Please tell the committee how the hearing examiners 
attached to the Chairman’s office differ from the hearing examiners 
attached to the legal division, or do they have a separate group there? 

Mr. Armstrong. Mr. Chairman, the hearing examiners of the 
Commission are not attached to the Chairman’s Office, except with 
reference to routine matters of assignment. Our office tries to see 
to it that for every case put on the calendar there is a hearing exam- 
iner available to go to the place of hearing, but the hearing exam- 
iners in their work, report to the Commission, not to the Chairman. 


Mr. Evins. I should have said the Commission rather than the 
Chairman. 
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Mr. Armstrone. Yes, sir. 

Mr. Evins. But you do have hearing examiners who are attached 
to the Commission, and you do have a separate group of hearing 
examiners ¢ 

Mr. ArmstroneG. No, there are no hearing examiners other than 
those attached to the Commission. 

Mr. Evins. I am trying to determine whether or not you have hear- 
ing examiners attached to the legal staff in addition to the hearing 
examiners who report to the Commission. 

Mr. Armstrone. No, sir. 

Mr. Meeker. All of the hearing examiners are attached to the 
Commission, Mr. Chairman. 

There are three of them who are assigned on a rotating basis. 
There are no hearing examiners who are attached to the Office of the 
General Counsel or to any of the divisions of the Commission. 

Mr. Evins. You have public hearings throughout the field. Who 
are assigned to those hearings ? 

Mr. Meeker. The three he: ‘ring examiners who serve the Commis- 
sion. 

The Commission notices a hearing and the assignment to the hearing 
of examiners is accomplished administratively for the purpose of get- 
ting a hearing examiner to go there to help to successfully and expe- 
ditiously meet the requirements of the enforcement needs in those 
areas. They are assigned to those hearings administratively by the 
Office of the Executive Director but the Commission has full'and sole 
control over the hearing examiners assigned by the Commission. 

Mr. Evins. Thank you, Mr. Counsel. 


OPINION WRITING OFFICE 


Mr. Evins. Now, your opinion-writing workload is indicated on 
page 9 of the justifications. Yous ay there: 


During the fiscal year 1955, the Opinion Writing Office prepared drafts and 
advice for Commission use in disposing of 77 matters of an adjudicatory nature. 


You indicate that you need two additional people in your Opinion 
Writing Office. 


Mr. Armsrrona. Yes, sir; an attorney and a stenographer. 
OFFICE OF THE CHIEF ACCOUNTANT 


Mr. Evins. The Office of the Chief Accountant is also directly under 
the Commission, is it not, Mr. Chairman ? 
Mr. Armstrona. Yes, sir. 
Mr. Evins. Tell us briefly its functions and something of your 
workload there. 
FUNCTION OF CHIEF ACCOUNTANT 


Mr. Armstronc. Well, the function of the Chief Accountant is to 
advise the Commission w ‘ith respect to accounting standards, account- 
ing rules, and accounting practices. The Chief Accountant is the chief 
expert in the accounting field generally. He has a most important 
influence over the corporate accounting systems in this country by 
reason of our jurisdiction under the Feder: al Securities Act and the 
Securities Exchange Act. The consulting work on accounting princi- 
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ples, which is done in his office, is as important a factor as any in the 
history of the Commission in the development of sound financi: al infor- 
mation with respect to the companies that are under our jurisdiction. 

It has been one of the great developments in American corporate 
history. 

Mr. Evins. I think, Mr. Chairman, we recognize that the Office of 
the Chief Accountant is an important one to the Commission. You 
have indicated a need for eight additional personnel in this office 
but you have sie given us a chart as to the workload. 

Mr. Armsrronc. Mr. Chairman, we are - requesting additional 
personnel for that office for the current yea 

Mr. Evins. You made a general st: ceca on the workload, but 
you have not given us any “chart. or graphic representation of the 
workload. 

Mr. Armstrrone. In addition to the overall policymaking function 
which I attempted to describe, the Chief Accountant’s Office is con- 
sulted by the Divisions of Corporate Finance, Corporate Regulation, 
and Trading and Exchanges with respect to accounting and auditing 
problems arising in the work of the operating divisions. 

Mr. Loomis. I just want to add a little to that. For the Division of 
Trading and Exchanges we are working with financial statements 
of brokers and dealers. All brokers and dealers have to file a finan- 
cial statement once a year and some of those are rather difficult. The 
Chief Accountant’s Office in some cases does the work for us. 

Mr. Evins. The Chief Accountant’s Office is very important and 
you need eight overall personnel but no additional personnel for this 
particular office ? 

Mr. Loomis. That is right. 

Mr. Armsrrone. I might add, Mr. Chairman, that one of the func- 
tions of the Securities and Exchange Commission as an independent 
agency is to aid the Congress in legislative matters and we have many 
inquiries from the appropriate committees. The Chief Accountant 
has been conducting a very interesting and important study in regard 
to unlisted companies, numbering about 1,500, in order that we may 
make a report to the Senate Committee on Banking and Currency 
and the House Committee on Interstate and Foreign “Commerce with 
reference to legislation that is pending in those two committees, the 
bill being S. 2054 in the Senate, known as the Fulbright bill. It was 
one piece of legislation that developed from the study of the stock 
market which the B: anking and Currency Committee conducted last 
year. Our advisory functions to the Congress we consider a very 
integral part of our functions, and the Chief Accountant’s Office is 
an important cog in that work. 


OFFICE OF THE GENERAL COUNSEL 


Mr. Evrns. We will place in the record the tabulations on pages 
13 and 16 on the Office of the General Counsel. 
(The material referred to follows:) 
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Office of the General Counsel 








Fiscal 1956 Fiscal 1957 pameacee Geoeen 
Positions 
Number Salaries | Number | Salaries Number) Salar 

General Counsel ] $13, 115 l $13,115 

Associate General Counsel 1 11, 610 l 11, 610 

Assistant General Counsel j 1 11, 610 1 11, 610 

Attorneys 9 83, 360 13 108, 920 4 $25, 56 

Clerk stenographers 10 43, 810 12 50, 640 2 6, 830 

\Total_-.-- danced 22 163, 505 28 195, 805 6 32, 390 
Workload summary (fiscal years) 
Estimated 
Category — r Remarks 
1956 1957 

| ee ae | 77 80 80 | This covers briefs or memorandums of law prepared in 

| | connection with pending litigation (in some cases in 
conjunction with attorneys in other divisions or the 
regional offices). 

Legal documents | 194 220 220 | This covers preparation and review of documents othe 
than briefs, such as complaints, motions, affidavits, 
| | stipulations, indictments, ete. 

Rules and regulations __| 33 | 35 4) | This covers work performed in connection with the 
| | drafting or review of Commisslon rules and regula- 
| tions. 

Legislative analysis- - - | 35 | 40 | 40 | This covers work performed in connection with com 

ments on new or proposed legislation, 

Criminal reference 15 30 | 30 | This covers the review of reports of investigation (and 
supporting exhibits) submitted by regional offices for 
| | criminal reference 

Special projects and re- 51 | 50 | 50 | This covers work performed in connection with reports, 

ports. | speeches, studies, or other specialized activities 
| 





WORKLOAD DATA 


Mr. Evins. Your workload tabulation for the Office of the General 
Counsel indicates you estimate in fiscal year 1957 that Office will 
handle 80 briefs, 220 legal documents, 40 rules and regulations, 40 
legislative analyses, 30 criminal references, and 50 special projects 
and reports. 

ADDITIONAL PERSONNEL REQUEST 


You are asking for six additional positions in the Office of the 
General Counsel ? 
Mr. Armsrrona. Yes, sir. 


Division OF CORPORATION FINANCE 


Mr. Evins. Mr. Chairman, give us a very brief statement again of 
the functions of the Division of Corporation Finance. 


FUNCTION OF THE DIVISION 


Mr. Armstrone. The Division of Corporation Finance processes 
registration statements, prospectuses, offering circulars, and other 
documents filed under the Securities Act in connection with the sale 
of securities to the public. It processes trust indentures for debt 
securiteis and statements of eligibility of trustees filed under the 
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Trust Indenture Act. It processes applications for registration of 
securities for listing on national securities exchanges under the Secu- 
rities Exchange Act and annual and other periodic reports filed under 
that act to keep the registered information up to date. 

In addition it processes registration statements, financial reports, 
and sales literature under the Investment Company Act, and proxy 
statements and other material used in the solicitation of proxies of 
security holders for corporate elections and other corporate matters. 


NEED FOR ASSOCIATE DIRECTOR 


Mr. Evins. You are asking for one new and additional Associate 
Director. Why do you need an additional Associate Director in this 
Division ? 

Mr. ArmstronG. The reason we need an Associate Director in the 
Division of Corporation Finance—as a matter of fact, I do not think 
it is in the budget—but the reason we need an Associate Director in 
each division is because the policymaking functions of the Director 
and the General Counsel have been increasing at such a rate that it 
has been difficult for them to follow the routine administration of the 
office. It has been at a great sacrifice of their personal time and a 
great amount of work on the part of Mr. Woodside and Mr. Cohen, 
the Chief Counsel, who is not here. Also, the routine operations of 
the Division have involved so many difficult questions, and so many 
proceedings have been brought, that many times they have not been 
available to advise the Commission on policy. 

Mr. Evins. The Division of Corporation Finance has four Assistant 
Directors at the present time? 

Mr. Armstronc. Yes. They are in charge of the four branches 
that handle the registration statements and other documents which I 
mentioned. 

Mr. Evins. And you had previously an Associate Director in this 
Division ? 

Mr. Armstrong. Yes, sir; except for a period from January 1952 
until the present time there has always been an Associate Director. 
That is a vacancy we have not filled because we did not have the money. 

Mr. Evins. How was the vacancy created, by resignation ? 

Mr. ArmstronG. By the retirement of a very distinguished Asso- 
ciate Director named Andrew Jackson, who was there for many years. 

Mr. Evins. Well, he has a good name. 

Mr. Armstronec. He is a very worthy bearer of that name, very 
worthy. 

Mr. Evins. We like to see men worthily bear an honored name. 
Sometimes they do not bear the name well. 

Mr. Armstrone. I can vouch for Mr. Jackson. He wears it well. 

Mr. Woodside, would you like to say something about the need 
for an Associate Director in your Division? 

Mr. Woopsipr. As the Chairman said, when the Division was 
created back in 1942, the Commission provided an Associate Director 
for the Division and that function existed and was filled by Mr. 
Jackson until he retired in 1952. 

Mr. Evrns. In effect you are not asking for a new position; you are: 
asking for funds to fill an organizational chart position ? 

Mr. Woopsipe. That is right. 
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WORKLOAD DATA 


Mr. Evins. We will insert in the record at this point the workload 
tables on pages 20, 21, and 22. 
(The material referred to follows :) 


WORKLOAD 


Analysis of registration statements, prospectuses, indentures, proxy statements, 
ete., constitute about 70 percent of the total work of the Division of Corporation 
Finance. Such work must be completed in a relatively short period of time 
after filing because of statutory time limits or time schedules of registrants for 
public financing and the solicitation of proxies. The table which follows shows 
the volume of the principal filings under this category of the Division’s work 
for fiscal 1955 and as estimated for fiscal 1956 and 1957. 


ot l 
| Fiscal 1955 Fiscal 1956 Fiscal 1957 


Securities Act: 
Registration statements filed 
Small offerings exempted: 
Regulation A notifications 
Regulation B offering sheets- - ---- 
Regulation D notifications-_--- 
Trust Indenture Act: Indentures filed for qui ilification 
Securities Exchange Act: Applications filed for registration of | 
securities on exchanges. = 
Investment Company Act: New investment companies regis-_ 
tered 37 
Proxy solicitations (S. E. J r’. H. Co., and Inv. Co.): 
Preliminary proxy sti aa nts filed ‘ eater , 934 1, 950 
Interpretative letters received and answered - ponte cen 2, 061 2, 100 





1It is planned that regulation D be consolidated with regulation A during 1956. 


Analysis of annual and other periodic reports and investment company sales 
literature constitute about 30 percent of the total work of the Division of Cor- 
poration Finance. Every effort is made to complete such work under time 
schedules established in the Division as necessary to keep this type of work on 
a reasonably current basis. The following table shows the number of filings made 
and the volume reviewed. 





Actual, Current, Estimated, 
fiscal year fiscal year fiscal year 
1955 1956 1957 


Securities Exchange Act 
Annual reports on form 10-k, ete 
Pending at beginning of year 
Filed during the year 
Cleared during the year 
Pending at end of year 
Current reports on form 8-k: 
Pending at beginning of year 
Filed during the year 
Cleared during the year 
Pending at end of year 
Semiannual reports on form 9K 
Pending at beginning of year 
Filed during the year 
Cleared during the year 
Pending at end of year 
Investment Company Act: 
Annual reports on Form N-30A-1, ete.: 
Pending at beginning of year 147 271 | 
Filed during the year : 260 270 
Cleared during the year 136 391 
Pending at end of year 271 150 
Quarterly reports on Form N-30B-1: 
Pending at beginning of year : > 109 128 
Filed during the year : c 197 205 
Cleared during the year__. Aa 178 263 
Pending at end of year rar j 128 70 
Reports to stockholders under sec. 30 (d 
Pending at beginning of year ; i 155 403 
Filed during the year 647 670 
Cleared during the year Saaane 399 913 
Pending at end of year 403 160 
Sales literature of investment companies 
Pending at beginning of year . J 336 472 
Filed during the year iss , 829 , 900 
Cleared during the year , 693 2, 172 
Pending at end of year 472 200 
Ownership and transactions reports of officers, directors, and 
principal holders of equity securities filed (no carryover) - - 28, 975 29, 000 | 29, 300 


! Form 9K for 1 semiannual report each year from most registrants filing annual reports on form 10-K 
was adopted on June 23, 1955, for the 1st reports to be filed for the 6 months ended June 30, 1955. 


STOP-ORDER PROCEEDINGS 


Mr. Evins. Tell us about your stop-order proceedings, when you 
invoke them and how they operate, Mr. Chairman, or whoever you 
may designate . 

Mr. Armstrone. I think the suggestion of designating someone is 
a good one because perhaps I have been talking too much. I will ask 
Mr. Woodside to speak to that. 

Mr. Woopsinr. The stop-order proc ‘eedings, which apply to the regis- 
tration statements filed under the Securities Act of 1933, are prov ided 
for in section 8 of that statute. It creates in the Commission power 
to have formal proceedings when it believes the person attempting 
to sell securities to the public has not complied with the statutory 
requirements of fair disclosure. Traditionally, the Commission has 
reviewed registration statements and other material filed with it in 
compliance with the act to see if the provisions of the statute and the 
regulations of the Commission have been complied with. Any in- 
adequacies or deficiencies are communicated to the person filing the 
material informally by means of conferences or letters or comments. 
When, however, it is, in the judgment of the staff and the Commission, 
apparent that someone is attempting willfully to evade the statutory 
requirements, or where it appears a fraud may be perpetrated on the 
public, the Commission has authority to initiate formal proceedings. 
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Mr. Evins. Do you take a firm stand speedily or do you tolerate 
those people and “baby them along” so to speak? If that is a proper 
question, Mr. Commissioner ? 

Mr. ArmstronG. It is a good question. 

Mr. Woopsipr. I thnk it is a good question and perhaps I had 
better answer it rather than the Ch: airman for this reason: Up until 
1955 I think there was a tendency, using the term used by the Chair 
man, to sort of “baby them along.” Beginning in the summer of 
1955 the Commission felt, and rightly so in my judgment, that many 
attempts were being made to put material through the Commission 
where no serious effort had been made to comply with the require- 
ments. The Chairman and the Commission took the position that 
where it appeared that no serious effort was being made to comply 
with the requirements, we should not attempt to help people and to 
spend a lot of staff time and tie up personnel assisting persons who 
appeared to be taking advantage not only of us but of the public: 
and the Commission has this year initiated a program of beginning 
more frequently formal proceedings not only with respect to regis 
tration statements but also with respect to the exemptive offerings: 
and there has been a substantial increase in the number of stop- order 
proceedings and an increase in proceedings under the exemptive and 
proxy rules. 

Mr. Evins. I think the Commission is to be commended in that 
regard. 

PROXY CONTESTS 


Tell us, Mr. Woodside, about your proxy contests. 


Mr. Woonsipr. The proxy field is one of our most active and at times 
one of our most troublesome from the standpoint of administering the 
statute. First let me say there has been a gradual growth in the 
number of proxy statements and proxy material filed with us. It is 
difficult to point to a trend with respect to contests, although there 
has been a substantial number of them in recent years. In 1952, for 
example, there were 18 companies under our jurisdiction in which 
there was a contest for either one or more places on the board of direc- 
tors. In 1953 there were 14 such situations. In 1954 there were 22. 

Mr. Evrns. Do you decide or determine those cases or do you just 
assist in the determination ? 

Mr. Woopstpr. Our function, Mr. Chairman, is solely to attempt to 
secure fair disclosure in the material that is sent out to securityholders 
for the purpose of securing proxies. We do not pass on the merits or 
qualifications of candidates. The proxy rules are administered under 
the same principle as the Securities Act. The overriding considera- 
tion is that what people say and do in connection with the solicitation 
of proxies should adhere to the truth. 

Mr. Evtns. In other words, your procedures are designed to deter- 
mine the true facts and then the public can resolve the issue ? 

Mr. Woopstpr. That is correct. 

Mr. ArmstronG. May I say the proxy rules bear only on persons 
soliciting proxies and only on the participants in the contests. 
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GENERAL ADMINISTRATION AND PERSONEL REQUIREMENTS 


Mr. Evins. We will place in the record at this point pages 29, 30, 
and 31. 
(The material referred to follows:) 


GENERAL ADMINISTRATION 


There are many aspects of the Division’s work essential to sound administra- 
tion of the statutes which do not relate directly to the processing of the various 
types of applications and reports filed with the Commission. The Commission’s 
concern with the advertising practices of the securities industry generally, and 
certain classes of issuers in particular, requires the continued devotion of staff 
time to problems arising in this field. For example, a considerable portion of 
the time of this Division is currently being devoted to consideration of a Com- 
mission statement of policy governing the advertising of issuers, underwriters, 
and dealers in the sale of investment-company shares. 

The revision of the Commission’s rules and forms is necessarily a continuing 
process in which we must give adequate consideration to the changing develop- 
ments and problems in the securities field. These matters affect the adminis- 
tration of the Commission in the handling of specific cases, and such revisions 
can be properly made only after careful study of the underlying problems. In 
order to do this work, it has been necessary to take lawyers and trained and 
experienced accountants and examiners away from regular work. To the extent 
that the regular work does not permit this, the adoption of Commission policies 
as reflected in basic rules and regulations have been deferred. 

During the past fiscal year and currently it has been necessary to devote in- 
creased manpower to supplying the Congress with information in connection 
with proposed legislation. This has been accomplished by taking people off their 
regular work. 

Revisions and modernization of accounting regulations, exemptive rules such 
as regulation A, and other rules cannot be accomplished properly in the absence 
of sufficient staff to permit the accomplishment of this work in addition to and 
simultaneously with the processing of the current filings. The development of 
rules under the amendments to the Securities Act in 1954 has been delayed 
because of resultant staff shortage and the performance of many other functions 
generally affecting the Commission’s administration of the statutes. 


ADDITIONAL PERSONNEL REQUESTED FOR 1957 


The personnel of the 12 examining groups in the Division is not sufficient to meet 
the current demands on this Division occasioned by the high volume of public 
financing activity. Employment of the following requested additional personnel 
would provide sufficient technical assistance to make possible more effective ad- 
ministration in the areas above outlined. It is absolutely essential to the de- 
tection and prevention of fraud in the securities markets that the staff of this 
Division be increased to enable it to review for the Commission the disclosures 
in offering circulars, prospectuses, proxy soliciting material and financial reports. 

The following is a description of the additional personnel needed for fiscal 
1957 in the Division of Corporation Finance: 


Additional personnel requested for fiscal 1957 


Position Grade Salary Number | Total cost 


Associate Director ie F aoe le lel GS-15_....- $11, 610 $11, 610 
Engineer | GS-12_. 7, 570 | 7, 570 


Attorney — — Gs-11 6, 390 | 
|} GS-11... 6, 390 | 

5, 440 | 
GS-4___- | 3,415 | 


Accountant ; bee 
Financial analyst__-__--- 
Clerk-stenographer 
Clerk__- ae 


BURG 3 tee akc koeulbns 


3, 415 


51, 120 
6, 390 
32, 640 
10, 245 
3, 415 


122, 990 
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Division or Corporate REGULATION 


Mr. Evins. We will also place in the record at this point pages 3: 
33, and 34, regarding the Division of Corporate Regulation. 
(The material referred to follows :) 


Division of Corporate Regulation 


| Fiscal 1956 | Fiscal 1957 nerenns ecrea 
957 over 1956 
Positions 


| 
| Number Salaries Number | Salaries | Number | Salaries 


Director | $13,115 $13, 
Associate Director ; , 880 | 11, 88 
Assistant Directors. 2| 22,145 ; 22, 
Attorneys_. 32, 535 132, 535 
SE Seta Si He ek dcei cackintodeadkas | 159, 54! 159, 545 
Accountants 2 | , 73 4 24, 925 
Engineer 3 10, 28 
Administrative assistant.............__- ‘ ages 
Clerk stenographers. | 687,% 57, 


431, 665 


FUNCTIONS 


The Division of Corporate Regulation assists the Commission in administering 
the Public Utility Holding Company Act of 1935. It is assigned the regulatory 
provisions of the Investment Company Act of 1940, and carries out for the Com- 
mission advisory functions to the courts under chapter X of the National Bank- 
ruptey Act. 

HOLDING COMPANY ACT 


The Holding Company Act regulates principally interstate public-utility hold- 
ing-company systems engaged in the electric utility business or in the retail 
distribution of gas. The Division’s responsibilities under this statute relate to 
the regulation of financing transactions, acquisitions of utility assets and secu- 
rities by holding-company systems or affiliates, servicing arrangements, exemp- 
tions, proxies, and various intercompany transactions such as loans, dividends 
and capital contributions. The administration of the integration and simpli- 
fication provisions of section 11 formerly accounted for the major share of the 
Division’s workload under the Holding Company Act; in fiscal year 1955 an 
estimated 6.1 man-years were expended thereon. It is expected that approxi- 
mately 4.5 man-years will be required on section 11 matters in fiscal year 1956, 
and 2.5 man-years in 1957. Increased surveillance of the activities of the service 
companies associated with registered holding-company systems is being given the 
attention contemplated in the 1956 budget estimate. 


Accounting supervision 


The Commission prescribes and is charged with enforcing uniform systems of 
accounts and presentation of financial statements of registered holding com- 
panies, which are not public utilities. The Commission’s jurisdiction in this 
area and over the system of accounts prescribed for service conipanies associated 
with registered holding-company systems is exclusive. Little has been done to 
check on compliance with these accounting regulations for several years. 

In 1957 it is proposed to employ two additional accountants to make continu- 
ing field examinations of holding company and service company accounts so as 
to provide some assurance of compliance by such companies with the Commis- 
sion’s uniform system of accounts and presentation of financial statements of 
registered holding companies and its accounting requirements for service com- 
panies. 

INVESTMENT COMPANY ACT 


The regulatory functions under the Investment Company Act comprise status 
and exemption proceedings; registration of domestic and foreign investment 
companies; regulation of certain transactions with affiliates, investment ad- 
visers, underwriters and others; certain requirements as to functions and activi- 
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ties of investment companies and their capital structures, loans, distributions, 
redemptions and related matters; supervision of unit investment trusts, peri- 
odic payment plans and face-amount certificate companies. 

The studies and investigations of investment companies required by section 
14 (b) of the Investment Company Act, for which the personnel requested in 
the 1956 budget was allowed, are being undertaken. The increased activity of 
the investing public indicates the necessity of the continuation of these studies 
through the 1957 fiscal vear. 

The total assets of open-end and closed-end management investment companies 
have increased from $1.6 billion reported on June 30, 1941, to a total of more 
than $11.6 billion on June 30, 1955. This growth is due in part to appreciation 
in assets but also to a tremendous increase in sales of open-end investment com- 
panies’ securities to the general public. Open-end companies reported gross sales 
of $1,090 million for the 12 months ended June 30, 1955, as compared with $688 
million for the 12 months ended June 30, 1954; during the same periods redemp- 
tions were $456 million and $302 million, respectively. 


PUBLIC UTILITY HOLDING COMPANY ACT FUNCTIONS 


Mr. Evins. You indicated earlier that the workload under the 
Public Utility Holding Company Act has been substantially com- 
pleted / 

Mr. ArmsrroncG. That is the workload under section 11, the simpli- 
fication and integration work: that has been substantially completed. 
But we have continuing jurisdiction over public utility holding com- 
pany systems which by reason of the section 11 process are not going 
out from under the act but have remained under the act. We have 
continuing jurisdiction over them, and they are very substantial. 

Mr. Evins. That is a very important statute. It gives the Commis- 
sion great powers. Reference to it was made, I believe, last vear, to 
the effect there was no great activity under section 11. B: sically the 
act. was to bring about divorcement of utility holding companies over 
operating companies, and you also have the function to prevent inte- 
gration of those companies; is that right ? 

Mr. ArmstronG. I do not want to quarrel with language. I think 
that is a fair general statement. However, the existing holding com- 
panies under the act are holding companies with operating subsidi- 
aries; but you are absolutely correct in your statement in respect to 
preventing acts of companies which would involve them in probable 
further integration problems under section 11. 

Mr. Evins. The Dixon-Yates situation was one of those in the 
view of many people. 

Mr. Armsrronc. That involved questions under sections 9 and 10 
and correlative problems under section 11. 

Mr. Evins. The financing plan was never fully approved by the 
Commission ? 

Mr. ArmstrronG. The financing plan was approved with respect 
to the common stock and an appeal was taken to the Court of Appeals 
for the District of Columbia, but there was a remand of the matter 
to the Commission and the C ommission later entered an order simply 
freezing the status of the case. There was no approval of the financing 
plan with respect to the debt issue. 

Mr. Evins. At one stage of the proceedings the Commission sus- 
pended the hearings? 

Mr. Armstrrone. Yes, sir 

Mr. Evins. At a time when the matter of appropriation was pend- 
ing before an Appropriations Committee of Congress, which, to some 
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at least, indicated a condition of suspect, but that is now a mooted 
question, I would say. 

Mr. Armstrronc. Thank vou for that last statement. I am sure 
you are aware that very considerable testimony on that was given 
by me before a subcommittee of the Judiciar y ¢ ‘ommittee of the Senate. 


CHAPTER X——-BANKRUPTCY ACT WORKLOAD 


Mr. Evrns. On page 35, under Chapter X—Bankruptey Act, I 
have a note that it would appear there is very little workload there. 
Tell us about your workload there. Is it substantial, or is that just 
a figure put in the record to indicate to us you have some work there / 

Mr. ArmstronG. I will ask Mr. Meeker or Mr. Garrett to speak 
to that. 

Mr. Merxer. I may be able to fill in on it, but I believe Mr. Garrett 
could give you the details on that. 

Mr. Garrerr. I should explain that the work under chapter X of 
the Bankruptcy Act is divided between the departmental office in 
Washington and the regional offices. I think the largest part of the 
work is in the region: il offices with respect to chapter X cases. The 
appearances in court are made by Mr, Hart's office in the Chicago 
region and Mr, Sargent’s office in the New York region and our office 
in San Francisco, and we in Washington review the recommendations 
that are sent in from the regional offices both in regard to their orig- 
inal views as to whether we should participate and also their views 
as to what position we should take at various times, including the 
review of requested fees for allowances of the participants. 

There was a time, and I think the reason is obvious, when this work 
took a lot of persons both in the field and in Washington. It does 
not now. We totaled something over 3 man-years in Washington 
on chapter X cases last year and expect something of that order in 
the year to come. We divide the work among an ‘Assistant Director 
who supervises it and individual attorneys and analysts as he calls 
on them to help. 

The table on page 35 refers to the workload under the Public Utility 
Holding Company Act and the Investment Company Act. It does 
not refer to our chapter X work. 

Mr. Evins. I believe the chairman testified that section 11 work 
under the Publie Utility Holding Company Act was substantially 
completed. You say this table does not refer to chapter X work. 
What does it refer to? 

Mr. Garrerr. Are you looking at the table on page 35? 

Mr. Evins. Yes. 

Mr. Garrerr. Chapter X bankruptey reorganization applies to all 
types of corporations. 

Mr. Evins. Are any of the public utility holding companies going 
into bankruptcy ? 

Mr. Garrerr. Not in our jurisdiction; no, sir. But our chapter X 
jurisdiction is not limited to public utilities. 

Mr. ArmstronG. I think the answer would be helped if Mr. Garrett 
stated our jurisdiction under chapter X. 

Mr. Garretr. Chapter X provides for a corporation to go into bank- 
ruptcy for the purpose of reorganizing the corporation and surviving 
and continuing in business rather than a liquidating bankruptcy. 
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Mr. Evins. How many such cases did you have last year? 

Mr. Garretr. We have a good many cases we look at and keep on 
active watch. But on page “74 we have the breakdown by regional 
offices of our participation in bankruptcy matters and each one of those 
is also pending in = Washington office by virtue of our supervisory 
function. 

Mr. Evins. On June 30, 1955, you had pending in the New York 
region 22 cases, in the Chicago region, 20 cases; in the Boston region, 
1; in the Fort W orth region, ‘Lin ‘the Denver region, none; and in the 
San Francisco region, 1: a total of 45 in the regional offices, and 1 
in the central office. 

Mr. Garrett. Yes, sir. 

Mr. Evins. Would you say next year it will be 100 or 250 as indicated 
on this chart on page 35? 

Mr. Garrett. No, sir. This chart on page 35 refers to matters that 

came to us under the Public Utility Holding Company Act involving 

transactions by holding companies. I think part of the confusion is 
that the workload shown on page 35 covers the Holding Company Act 
and Investment Company Act but not chapter 8. The he: ading at 
the top of page 35 applies only to the top paragraph and not to the 
tables. 

Mr. Evins. We will insert in the record at this point the table on 
page 74 giv ing us the workload under chapter X. 

(The material referred to follows :) 


CHAPTER X—BANKRuUPTCY ACT 


As of June 30, 1955, the Commission was participating in 46 proceedings under 
chapter X of the Bankruptcy Act. The number of cases pending and the man- 
years devoted to chapter X work in fiscal 1955, by regions, are shown in the 
following table: 








Cases pend- Fiscal 1055 
. cae ; | employment 
wg yg. » Bf 7c 
Region ang aon 30, | (professional 
paw staff) 


New York.-- 
Chicago 

Boston eds 
Fort Worth 
Denver. 

San Francisco - - 


Subtotal_-- 
Central office _- 


Total. 





WORKLOAD IN CHICAGO REGIONAL OFFICE 


Mr. Armstronc. May I suggest the answer be supplemented by Mr. 
Hart as to just what he does in : these bankruptcy cases ? 

Mr. Evins. We will be pleased to hear from him. 

Mr. Armstrone. Mr. Hart has jurisdiction over 9 States, but in 
respect to chapter X of the Bankruptcy Act, he covers 20 States. 

Mr. Harr. The workload in chapter X cases has been lighter than in 
the past, but when a corporation goes into bankruptcy proceedings 
under chapter X, we make a determination as to whether or not there 
is any public interest. If the securities are closely held by large and 
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substantial groups that can well defend themselves, we do not partici- 
pate. It is only when there are wide public holdings that we par- 
ticipate. 

The Chicago regional office has undertaken to cover the chapter X 
bankruptcy cases as far as Fort Worth and Denver. If I may be 
permitted to boast a little bit, we recently participated in a case in 
Texas wherein several hundred thousand dollars were recovered. 

Mr. Evins. Certainly, you may be permitted to boast but I think 
your modest request for 1 clerk and 2 accountants for the Division of 
Corporate Regulation is an indication that you are not doing too much 
work in this Division. 

Mr. Harr. We are down to a skeleton force and while we are not 
carrying needless persons on the payroll—and I have 4 in my office, 
2 attorneys and 2 analysts—we do try to keep them busy in other types 
of work. But that is highly specialized work. 

Mr. Armstrona. I think perhaps Mr. Sargent could comment on 
the work in the New York region. 


WORKLOAD IN NEW YORK REGIONAL OFFICE 


Mr. Sarcent. While we have 22 cases in reorganization in the New 
York region, 4 or 5 of them are very large cases in reorganization and 
it is, as Mr. Hart pointed out, a very specialized branch of our func- 
tion and it requires, in the attorney field, men who can stand up on 
their feet in court. It is a very important function and in our office 
we have only 4 people, 2 attorneys and 2 analysts, and we have trouble 
with those 5 cases. 

Mr. Evins. Off the record. 

(Discussion off the record. ) 

Mr. Garrett. We do not find it necessary at the moment to add to 
our Washington staff with regard to chapter X work. We also esti- 
mate that we can continue to administer the Public Utility Holding 
Company Act and the Investment Company Act with the 54 persons 
we expect to have on hand, but I do not think it is accurate to describe 
our staff on the Holding Company Act as a skeleton staff. It is a very 
active staff, as the workload on page 35 indicates. 

Mr. Evins. Thank you, Mr. Goreatt 


Division or TRADING AND EXCHANGES 


We will place in the record pages 37 and 38, and the portion of page 


40 with reference to enforcement, and the workload table on pages 41 
and 42. 


(The material referred to follows :) 
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Division of trading and exchange 
Increase (decrease) 
1957 over 1956 

Positions ‘ : : oa 


Fiscal 1956 Fiscal 1957 
Number | Salaries | Number Salaries | Number | Salaries 

Director $12, 900 1 $12, 

Associate director 11, 610 1 11, 


Assistant director- -- 23, 220 s 23, 


Chief of section ) 59, 695 6 59, 
Attorneys. 82, 030 13 98, 
Accountants 37, 460 y 465, 
Examiners 35, 220 y 42, 
Analysts 87, 655 10 87. 
Statisticians 5 85, 695 19 105, 
Clerk-stenographers and clerical F 124, 595 36 141, 


Total ; 560, O80 106 | 629, 795 


FUNCTIONS 


The Division of Trading and Exchanges is responsible for administering the 
provisions of the Securities Exchange Act of 1954 and the Investment Advisers 
Act of 1940 relating to the detection and prevention of illegal or fraudulent 
trading practices both on the exchanges and in the over-the-counter markets; 
the registration and regulation of securities exchanges, brokers and dealers, 
investment advisers, associations of securities dealers and national securities 
exchanges; the compilation and analysis of financial statistics and the co- 
ordination and supervision of the enforcement activities of the Commission’s 
regional offices. 

ORGANIZATION 


The Division consists of the Office of the Director and two branches: The 
Branch of Enforcement and Broker-Dealer Regulation and the Branch of Mar- 
ket Regulation and Financial Reports, each supervised by an assistant director. 
The organization and positions assigned to the branches are shown in the 
following table: 


Summary table of employment, Division of Trading and Exchanges 


Fiscal year 1955 Fiscal year 1956 | Fiscal year 1957 


Tech-| Cler- Tech-! Cler- Tech-| Cler- 


: ; Total) -; ; : ; 
nical | ical nical | ical nical | ieal 


Total 


Office of the Director and Associate Director__ : ; 2. 3. 2. 5. 4.0 





Branch of Enforcement and Broker-Dealer 

Regulation: 
Office of Assistant Director sci) Be 2. , ‘ 2.0} 1.0 1.0 
Section of Enforcement 10.6 | 3. 4.1] 8. : 12.0 | 10.0 | 6.0 
Section of Over-the-Counter Regulation > . AS y 4.0 | 2.0 2.0 
Section of Broker-Dealer Registration 6.0 5.6 O11 5. 12.0 9.0 6.0 
Unit of Special Investigations __- ; 2.0 20}. 
Unit of Securities Violations ’ 2.6 3.6 | 2.0 3.0 1.0 2.0 
Unit of Enforcement and _ Litigation | 

Docket beedooanes ‘ 5. ). ; 6.0} 1.0 


Total ose ‘ - 20. 6 8. 39. 22. 19.0 | 41.0 | 26.0 


Branch of Market Regulation and Financial 
Reports: 

Office of Assistant Director ‘ “f a3) i 10; 2.0] 1.0] 1.0 
Section of Exchange Registration and 

Regulation : f 2. é 3. 2.0} 10.0] 80) 2.0 10.0 
Section of Stabilization 3 .¢ 2.6 6.9 4.0 2.0 6.0 | 4.0 2.0 6.0 
Section of Financial Analysis, Unit of | 

SEC Statistics__ A 8. ; 9.5 | 11.0 1.0 | 12.0 | 12.0 1.0 13.0 
Unit of Government Statistics _- sa 3. .é 8.0 | 11.0 3.0 | 14.0 | 16.0 3.0 19.0 


9.0 | 44.0 | 41.0 


Total _-. ‘ hi --| 28.% > | 36.9 | 35.0 


Division total i aan 9.9 | 28. 8.3 | 60.0 | 30.0 | 90.0 | 71.0 | 35.0 | 106.0 
| 
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BRANCH OF ENFORCEMENT AND BROKER-DEALER REGULATION 


This Branch has general administrative supervision of all of the Commis 
sion’s enforcement activities; examines and processes applications for registra 
tion by broker-dealers and investment advisers; supervises broker-dealer inspec 
tions and administrative proceedings; supervises the principal activities of the 
National Association of Securities Dealers, Inc., such as rulemaking, disciplinary 
proceedings, and denials of membership; maintains dockets and records relating 
to all of the foregoing functions and, in addition, acts as a clearinghouse for 
information on persons involved in violation of Federal and State securities laws. 

This Branch, as reorganized in 1955, is composed of 3 sections and 8 units: 
The Section of Enforcement, the Section of Over-the-Counter Regulation, and the 
Section of Broker-Dealer Registration, together with the Unit of Enforcement 
and Litigation Dockets, the Unit of Securities Violations, and the Special In 
vestigations Unit. This reorganization was accomplished to promote efficient 
operation and achieve a structure better adapted to the nature of the work, but 
without increase in personnel as a result of the change. 


SECTION OF ENFORCEMENT 


The chief functions of this section are: (a) The administrative supervision and 
coordination of all of the Commission’s enforcement activities both in Washington 
and throughout the country; (0) review of reports of investigation of the regional 
offices and making appropriate recommendation to the Commission concerning 
any action to be taken: (c) processing complaints indicating possible pleadings 
of the status administered by the Commission; (d) review of initial pleadings 
in actions instituted by the Commission to enjoin violations of the acts or regula- 
tions; (e) supervision of administrative proceedings for the revocation or denial 
of registration of broker-dealers and investment advisers; (f) processing of peti- 
tions filed under section 15A (b) (4) of the Securities Exchange Act requesting 
the Commission to direct the NASD to admit or continue a broker-dealer in NASD 
membership; (g) processing of petitions filed under section 15A (g) requesting 
review by the Commission on appeal of disciplinary action or denial of member- 
ship by the NASD; (hk) examining the records of NASD disciplinary actions to 
determine whether to recommend that the Commission review such action on its 
own motion or institute any Commission action. 


WORKLOAD 


The following workload data are for fiscal year 1955 and estimated work for 
fiscal years 1956 and 1957: 





Estimated Estimated 
” € ORS ’ , 
Actual, 1955 1956 1957 


Investigations of violations of the Securities Acts: 
Pending at the beginning of the year----- 
Opened during fiscal year- 


Subtotal -_. , ppb dum 
Closed during fiscal year_- 


Pending at end of year_- 


Administrative proceedings to deny or revoke registrations of 
brokers and dealers or to expel from NASD: 
Pending at beginning of year___.__-_- 
Cases opened during year__- 


Subtotal. ; 
Closed during year-_-._-- 


Pending at end of year__-- 


Review of broker-dealer inspection reports. --- 
Review of special reports__..-- 





All of the Commission’s enforcement activities in the headquarters office are 
centered in this Section. 

The workload is dependent upon circumstances over which the Commission 
has no control. It is expected to increase in fiscal 1957. It is necessary to 
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select for investigation all situations in which there is substantial evidence of 
violations of the statutes and loss to investors. 

The widespread public participation in uranium and other promotions con- 
tinues. Losses to investors may be substantial unless the enforcement staff 
is increased in this Division and in the regional offices. The number of new 
investigations in fiscal 1955 over fiscal 1954 showed an increase of about 15 
percent. It is anticipated that fiscal 1956 will show a further increase. 

Mr. ArmstroncG. I would like to have the subcommittee hear from 
Mr. Loomis on the functions of the Division of Trading and 
Exchanges. 

Mr. Evrns. We will be glad to hear from him. 


FUNCTION OF THE DIVISION 


Mr. Loomis. The Division of Trading and Exchanges has a variety 
of things to do, and can more conveniently be taken up by units. 

We have four main units: The Enforcement Section, which is re- 
sponsible for supervising and coordinating the Commission’s enforce- 
ment work as far as the central office is concerned; the Broker-Dealer 
Registration and Regulation Section, which registers brokers and 
dealers in the over-the-counter markets. Most of the broker-dealer 
work is done in the regional offices, but the actual registration is proc- 
essed by us; the Section of Exchange Registration and Regulation, 
which regulates the stock exchanges; and the Section of Financial 
Analysis, which carries on the statistical and financial analysis work 
of the Commission. 

We are asking in this budget for an addition of 16 people to increase 
the Division from 90 to 106. Those 16 can be broken down as 2 
attorneys and 2 stenographers for the Enforcement Section to carry 
the increased enforcement work; 2 analysts, and 2 stenographers in 
the Broker-Dealer Section to take care of the increased “number of 
broker-dealers with the resulting increase in documents filed by them, 
and to clear up a backlog we have in the supplemental reports of 
broker-dealers; and a total of 6 people in the Section of Financial 
Analysis, of whom one will maintain records and statistics concerning 
the exemptive offerings, which we have not done because we did not 
have anybody to do it. 

Mr. Evins. Just to keep the record straight, you state you have not 
had anybody to do it. Your chart shows you have 106 persons in this 
Division. 

Mr. Loomis. I was talking about specific things the new people were 
going to do. This is described in the justifications on page 54. That 
particular statistical study has not been made. 


ILLEGAL OR FRAUDULENT TRADING PRACTICES 


Mr. Evins. Tell the committee how many illegal or fraudulent trad- 
ing practices the Commission detected last year and how many you 
antic ipated you will detect next year. 

Mr. Loomis. That is hard to say. If you will turn to the table on 
page 69, that discloses the various violations which were found in the 
course of the inspection of broker-dealers. In 1955 there were 817 
such cases. They are not all of them fraudulent, though some of 
them are. I think it is safe to say that those which were detected by 
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our regional offices have been stopped. In addition, the regional 
offices have opened and closed investigations. The table on page 67 
shows the number of formal investigations pending, opened, and 
closed. They were closed in various ways. In some cases it was 
found there was not a violation, and in others it was found there was a 
violation and aa were taken to stop it. 

Mr. Evins. We will place in the record pages 69 and 70. 

(The material referred to follows:) 


The following summary table shows the various types of violations disclosed 
in broker-dealer inspection reports in the last 3 fiscal years: 


| 
Type Fiscal, 1953 | Fiscal, 1954 Fiscal, 1955 
| ' 
| 


Financial difficulties. ____- ba A 40 

Hypothecation rules___-. 40 35 
Unreasonable prices for se curities purchases i 7 154 240 
Regulation T of the Federal Reserve Board bees { 141 145 
“Secret profits”’ calnatin 5 a 16 5 
Confirmation and bookkee eping rules... lick 360 

Miscellaneous __-- 6a is 42 144 147 


Total indicated violations na peeed : 895 


Total number of inspections. . . ._- ‘ 3 . 686 


There is no particular correlation between the number of inspections made 
and the number of indicated violations found to exist. Where, however, the 
number of inspections decreases from 1 year to the next, there appears to 
be some tendency for the number of indicated violations to increase in the year 
subsequent to the decrease in the number of inspections, or conversely, where 
the number of inspections increases from 1 year to the next, the number of 
indicated violations shows some tendency to decrease in the subsequent year. 
This is probably due to the educational and deterrent effect on an active broker- 
dealer inspection program. 

The number of broker-dealer firms registered with the Commission increased 
by 202 during the last fiscal year, from 4,132 on June 30, 1954, to 4,334 on June 
20, 1955. Many of these new firms are inexperienced in the securities business 
and require close supervision through the inspection method. The inspection 
of the new firms is more time consuming than the inspection of firms experienced 
iu the business. 

The Commission will maintain 45 broker-dealer inspector positions during the 
current fiscal year. It is expected that approximately 30 man-years will be 
spent on inspections, 9 man-years spent in examining broker-dealer financial 

reports, form X-17A—5, and 6 man-years will be spent on accounting matters 
of securities investigations. 

As pointed out above, there are 4,334 registered broker-dealers. Of these 
it is estimated that approximately 700 will be adequately inspected by securities 
exchanges, leaving 3.634 to be inspected by the Commission. 


Mr. Loomis. A lot of this work is done in the regional offices and that 
is why the statistics are largely under the regional offices, although 
there are further figures on pages 41 and 42 with reference to proceed- 
ings taken in the Division of Trading and Exchange to deny or re- 
voke registrations of brokers and dealers. 


INCREASED PERSONNEL IN DENVER OFFICE 


Mr. Evins. What has been the result of the increased funds pro- 
vided last year for increasing the staff in Denver, particularly with 
reference to the interest in uranium ¢ 

Mr. Loomis. I think a great deal was accomplished. The Denver 
office was completely swamped prior to the increase. The Chairman 


72350—56—pt. 2——31 
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and I visited that office. We put in a man in Salt Lake to be there 
all the time. We borrowed men from the office in Chicago, from Mr. 
Hart’s office, and also from Mr. Sargent’s office, to go to Denver and 
spend some months there inspecting broker-dealers, and generally I 
would say that the Commission was able, by these various measures, 
with the funds the committee gave us last year, to make a great deal 
of progress in carrying out its duties there. I think the Chairman may 
have something to add to that. 

Mr. Armstrona. I was going to add, when Mr. Loomis said the 
Denver office was swamped, that is still true. I would not want this 
subcommittee to think that we have solved the problem by any means. 
The uranium business is a thing that has been going on commencing in 
January 1954, and there have been very large amounts of filings under 
regulation A. 


REGULATION A FILINGS 


Mr. Botanp. How many filings have you had under regulation A? 

Mr. Sarcent. 490 in Denver alone in 1956, which is 190 more than 
in New York. 

Mr. Evins. We will place in the record at this point the chart on 
page 73 on regulation A filings. 

(The material referred to follows :) 


Regulation A filings 














Region Actual, Estimated, | Estimated, 

fiscal 1955 fiscal 1956 fiscal 1957 
New York.-.......-.- Peseta des tsk tare hin’ cass acs Grint aad pte 307 300 300 
No ieds cet eee a embindh seca raaiibiinglias tim 67 65 65 
ee ss ramen cmon anal amnisi 103 100 100 
ne or La bbeinaddtandckeenibieaddieemadbate } 166 160 160 
Sd ho ts at enna eile ieee 109 100 100 
Denver..-.--.-- Peta E Ls cin Tam baeens aie etianieaseeel) achense’ 486 490 490 
I aa De 5 ue paeunehesnkdedeiborinns 179 | 175 175 
eet is uC ianabinepentowudebidiendaaadieie 87 85 85 
Washington. _......---------- Oe Pa ee es aie ee 124 | 125 | 125 
ee eee ay SE eae 1, 628 1, 600 | 1, 600 





Mr. Armstronc. If you would be interested, Mr. Chairman, we 
could submit the chart I have in front of me showing the regulation A 
filings by months and by regional offices for calendar years 1953, 1954, 
and 1955, which points up the Denver problem. 

Mr. Evins. Am I right in this observation, that you are keeping 
pretty much in control of the situation in Chicago and New York and 
you referred to the capital centers, but we want you to particularize for 
us the situation in Denver. 


DENVER REGIONAL OFFICE WORKLOAD 


Mr. Loomis. The Denver office is a small office and has always beer 
so since the area has not been very active in the financial field until 
recently. They had 19 people in fiscal year 1955. That was increased 
to 25 people in 1956, and we are asking for 6 more people for the Den- 
ver office in the present budget estimate. That is in the chart which 
the chairman placed in the record at the beginning. 








ior ht ee 
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i MO iba ian BO OO At ile 


e Mr. Evins. You are asking for 16 additional personnel for next 

r. year for this Division? 

d Mr. Loomis. For our Division here. 

[ Mr. Evins. And six in Denver? 

5 Mr. Loomis. Yes. 

I Mr. Evins. Where do the other 10 go? 

y Mr. Loomis. The 16 does not include any of the regional office per 
sonnel, 

> Mr. Evins. It does not include the six? 

3 ; Mr. Loomis. The six are shown under the heading of regional 

. offices. 

Mr. Evins. Do you feel that your activities in the Denver area have 

saved the taxpayer substantial losses in the last year ? 

Mr. Loomis. Yes, particularly under the regulation A and the 
broker-dealer work. 
SUSPENSION AND DENIAL ORDERS UNDER REGULATIONS A AND D 


Mr. ArmstronG. I think, Mr. Chairman, we might supply some fig- 
ures for the record on the number of regulation A and B suspen- 
sions, the number of injunctive proc eedings commenced i in the Federal 
courts as the result of investigations in ‘the regional offices, and the 
number of criminal references made the Department of Justice. 

Mr. Evins. Such a statement would be very helpful. 

(The information furnished follows :) 


Suspension and denial orders under Regulations A and D 


(Calendar 1955] 


| 
January-June | July-December 


| 
j 
| 


Regulation A-- Hi 9 36 
Regulation D---- iat 9 1 
Wee ik : bcc | 11 | a7 


Proceedings under sec. 8 of the Securities Act looking to issuance of stop-orders 
against registration statements 


{Calendar 1955] 


| January-June | July-December 








Sec. 8 (e): Formal] examinations.-.-............--- hbbé ccbiddbatmes obde sat 0 | 3 
Sec. 8 (d): Stop-order proceedings............-.-- ee | 3 4 
EE 56g biceisdereat Ueimnann eeiniaewiiniaine bani eine te pales Soaeda 3 7 


Injunctive and criminal proceedings 


[Fiscal year 1955] 











| Number Defendants 
* a Pores hreery hei an 
Cases referred to Dapatanes of Justice for criminal] nove re s 14 
Injunctive action by SEC-_--- jae Said ante 26 69 
Actions to enforce subpena compliance. - ie shiitisichnigid Did dedbink 5 | 12 
Crimina! contempt proceedings__._.-....------ SPEED F gee ee | 1 | 1 
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Mr. Armstronc. Denver happens to be the worst trouble spot be- 

cause it is the place where this uranium business has emanated. 

Mr. Botanp. Is this increase of six for the Denver office going to be 
sufficient ? 

Mr. Armstrona. I think so. 

Mr. Evins. You referred to the statement of Mr. Boland but the 
picture is not graphically shown in the justification. 

Mr. Armstrong. We will supply what you asked for. Of course, 
Mr. Boland, the increase requested for Denver has to be considered 
with the increases requested elsewhere, because as the cases are devel- 
oped in the field offices they then go into the branch which Mr. Loomis 
described as having enforcement function in the Division of Trading 
and Exchanges for review, surveillance, suggestions, and additional 
processing. “They may go back to the regional office for further in- 
vestigative work in view ‘of what is done on those cases in the Trading 
and Exchanges Division. Then they go to the General Counsel’s 
Office, perhaps, if there is an injunction proceeding, or if there is a 
criminal reference to be prepared, so that the increase requested in 
Denver can’t be considered alone. The overall increase we are creat- 
ing throughout the organization, which, after all, is a team operation 
both in Washington and in the field, the overall increase has to do 
with this increased enforcement work we have. 

Mr. Botanp. A great number of the personnel will concern itself 
with looking into the regulation A filings, will it not? 

Mr. Armsrrone. Yes. 

Mr. Botanp. So actually many of the personnel will look into these 
filings to determine what they are and whether or not the public is 
being protected ? 

Mr. Armsrrone. Yes, sir. 


URANIUM STOCK OFFERINGS WORKLOAD 


Mr. Botanp. What percentage of the work in your office concerns 
itself with uranium stock ? 

Mr. ArmstronG. The work of the central office on uranium stock is 
part the supervisory work under regulation A. That would be with 
Mr. Woodside’s division. 

Mr. Botanp. What does your division do about it? This is a prob- 
lem being highlighted now, the question of uranium companies, and 
the value of stock having declined considerably in practically every 
part of the country. Will you give us something on the uranium 
stock problem ¢ 

Mr. Woopsipr. Most of the mining cases, and particularly the ura- 
nium offerings which have caught the public eye, are filed under the 
exemptive rules under section 3 (b) of the statute; regulation A. 
The administration of that regulation is primarily in field offices, and 
as one of the staff members mentioned, when this bulge in the uranium 
cases came along it caught a very small Denver office with a financial 
problem which was beyond its capacity. 

By various means we bolstered the office, but it still has a volume of 
oe ee under regulation A which is really heavier than it 

‘an handle 
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As the result of that, the Division of Corporation Finance in the 
Washington office has been giving the Denver office assistance in this 
fashion: 

I think during November and December of last year, for example, 
every other case was processed and examined by our staff here, so that 
one-half of the filings in the Denver office was handled in Washington 
and one-half handled directly in the field. 

Gradually we will try to shift the entire load on to Denver if they 
can handle it. 

Mr. Botanp. Is that where it should be, in the mine fields area ? 

Mr. Woopsipe. The theory of regulation A in the field offices is 
simply this: Most of these enterprises which use the regulation, which 
is limited to offerings not exceeding $300,000 a year, are esse ntially 
local businesses and loca] enterprises s and local people. 

It has been felt there is considerable advantage from the point of 
view of administration and enforcement to have those people go to the 
nearest field office of the Commission where they can deal direct tly with 
the people in that area and where the people in the field office of the 
Commission would have some better knowledge of the problem and the 
difficulties than the central office in W ashington would have. 

The problem has been merely this: There has been such a flow of 
these cases, and there has been such a public appetite for them, that not 
only has the Denver office, and to a lesser extent the Seattle office and 
San Francisco office, not only have they been submerged with the job 
of checking the disclosure requirements of the offering circulars, but 
they have had diffic ‘ulty in following up on the sales practices in many 
instances; and it isthe followup on the sales practices, really, that is the 
key to the protection of the public and enforcement of the law in this 
area; because these securities are more often than not sold on the basis 
of oral representations, statements made by salesmen and dealers to the 
purchasers. Those statements frequently conflict with the written 
statements filed with us, and the enforcement of the statute and protec- 
tion of the public in this field really requires a double-action adminis- 
tration, that is, a careful look at the papers when they are filed and a 

careful observation of the conduct of the broke x, dealer, and salesman 
in the area where the securities are sold. 

As a matter of fact, the broker-dealer to my mind is the key to the 
whole situation and for that reason it is important to have the field 
offices bolstered not only for the purpose of looking at the filings the 
statute and rules require but to be able to check more closely on 
brokers and dealers selling these securities, many of whom are new- 
comers in the field, not experienced in the securities business; and 
they do things a more knowledgable person wouldn’t do, and in doing 
those things ‘they create problems for us and the public investor whic h 
you don’t expect to encounter where you deal with more seasoned 
security dealers. 


ADDITIONAL POSITIONS REQUESTED FOR FIELD OFFICES 


Mr. Evrns. I think the observation he is m: king i is this: Most of 
the enforcement work is done in the field. If that is true you are re- 
questing eighty-some-odd more employees, but only six in Denver 
where you have a big problem. Therefore your problem is not all in 
the field, but the overall work situation has to be considered. 
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Mr. Armstrone. If I might call your attention and Congress- 
man Boland’s attention to the summary on page 76, I think this high- 
lights what Mr. Woodside said as to the importance of the broker- 
dealer. For Denver we are requesting 2 additional securities investi- 
gators, only 1 person to work on regulation A filings themselves, 3 
additional broker-dealer inspectors, for a total of 6; and then high- 
lighting the observation you just made, if you look down the right- 
hand column at the total, taking in all the regional officers, a total 
of 34 additional people for the field, which is larger than any division 
total we have requested in the agency, is shown. 

Mr. Evrys. Place in the record at this point the chart on page 76. 

( The chart referred to is as follows:) 


Summarization of additional positions requested for regional offices for fiscal 1957 





| | | | 
| | 


| Regulation A Broker-dealer | Clerical Total 
| | 


Securities 
Investigator 





} | j i | 
Num.- | | Num- | | Num- 
Cost | Cost | Cost | 
| ber | | ber | ber 


| 
Region ar —-— 
|b 








New York 
Boston 


Chie 
Fort V 
Denver. 
Seattle 


NwWwOWOK rhe NO 
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Mr. Armstronc. I would like also to supplement what has been 
said in response to your questions and those of Congressman Boland 
by mentioning two things: 

One, because of the problem we face there we sent out from Washing- 
ton and other offices of the Commission certain staff members, who 
for ease of reference we call the Denver task force, for the purpose 
of making a broker-dealer inspection of at least every new broker- 
dealer registered with us. That was done last summer under the 
overall supervision of Mr. Loomis as director of the Division of Trad- 
ing and Exchanges. 

It is simply robbing our eastern people in order to do a little bit 
better out there. 


SECURITIES OFFERINGS EXEMPT FROM REGISTRATION 


Secondly, and Commissioner Adams may want to comment on this, a 
subcommittee, I cannot remember the name of it now, of the Interstate 
and Foreign Commerce Committee of the House, has held hearings 
on the subject of certain legislation pending before it having p: wrticu- 
lar impact on these so- called exempt offerings under $300, 000 or less 
under section 3 (b) of the Securities Act. 

That subcommittee, of which Congressman Klein of New York is 
chairman, held hearings during the late summer and early fall in 
New York, Denver, Salt Lake City, and Washington. 

Commissioner Adams attended some of those hes irings and we have 
familiarized our selv es with all of the testimony which has been given. 
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If you would like to say something about what you felt was devel- 
oped with regard to the work of the Securities and Exchange Com- 
mission and its needs it might be helpful to the subcommittee, Mr. 
Adams. 

Mr. Apams. A fine record was developed by the subcommittee, both 
in Salt Lake and in Denver. The hearings in Denver lasted 2 days 
and in Salt Lake 2 days. 

They had in many of the mining engineers, many of the folks who 
practice before the ‘Commission, and I remember th: at several of the 
witnesses in effect said, “We think the Commission is doing a good 
job but what they need is more money, more people out here to process 
the filings under the regulations, and things of that sort.” 

Mr. Botanp. Did Congressman Klein’s special committee come to 
that conclusion, also? 

Mr. Armsrrona. The subcommittee has not filed any report. The 
record is still open, as a matter of fact. They are awaiting further 
testimony from us. 

Mr. Apams. If you make an inquiry of Chairman Klein and Con- 
gressman Bennett, I think you will get information which would be 
helpful as to the needs of the Commission in the Denver-Salt Lake 
area for additional appropriations. 


ENFORCEMENT COORDINATION 


Mr. Woopsine. If I may make a further statement on this. 

I think the problem is not as easily compartmented as these figures 
might suggest to you for this reason: 

The request is for six additional people in the Denver office. That 
proportionately is a fairly substantial number. But the problem 
created by the Denver office is not entirely a Denver problem. A 
great many of these offerings which you see on this chart here origi- 

nate in Denver, but they are sold in all parts of the country, and a 
Denver filing may cause a problem from the point of view of process- 
ing an offering circular in Denver; it may cause Mr. Hart in Chicago 
or Mr. Sargent in New York a problem because of the policing of the 
underwriter in his area; so the enforcement of the statute and securing 
compliance with the regulation and rules of conduct in one of these 
little offerings of $300 000, as well as a registered issue, involves not 
only the area of origin but also the area of sale, and the area of sale 
may cover the whole eastern seaboard. 

The policing problem is broader in scope than the filing figures for 
particular offices indicate. 


BROKER DEALER AND INVESTMENT ADVISER REGULATION 


Mr. Evrns. Mr. Reporter, please insert page 45. 
(The page referred to is as follows:) 
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| Actual, | Estimated, | Estimated, 








1955 1956 1957 
Applications for broker-dealer registration: 
Applications on hand at beginning of year 46 49 49 
Applications received during year = ‘ tak 716 | 785 | 825 
Subtotal ase | 742 | 8344 874 
Applications disposed of « iuring ye wr cn 713 | 785 874 
Applications pending at end of year ea 49 | 49 0 
Effective broker-dealer registrations at end of year 4, 334 4, 400 4, 450 
Amendments to registration of broker-dealers: } 
Pending at beginning of year : ‘ 0 518 261 
Received during year- ee icici ied | 1, 133 1, 243 1, 243 
Subtotal _- Je dic ectetecbassevede a 1, 133 | 1,761 | 1, 504 
Disposed of « during period. ok 615 | 1, 500 1, 504 
Pending at end of year : ; oe 518 261 0 
Applications for registration of investment advisers: | 
Applications on hand at beginning of year ak 11 | 14 14 
Received during year 199 220 | 240 
Subtotal : es ; ae 210 | 234 254 
Disposed of during year. “ bndeen, the see Cheese cdeeet 196 | 220 240 
Pending at end of year Sas sf 14 14 | 14 
Investment adviser registrations e flective at end of yer Mandl 1, 203 | 1, 270 1, 340 
= ! eee eee SSS 
Amendments to registration of investment advisers: | 
Pending at beginning of year ‘ : ide 10 | 219 | 219 
Received during year — isc 263 | 293 | 293 
Subtotal Fez) iG are 263 512 512 
Disposed of during OP so dics sr a 44 | 293 300 
Pending at end of year_._.---- . pone 219 | 219 212 


\ 


1 Each investment adviser was required to file a new registration form before Dec. 31, 1954. 


Mr. Evins. With respect to page 46 it is noted that the Commission 
in July of 1954 adopted a simplified form of applications for register- 
ing loc ‘al dealers. 

Prior to that time you had an old form in which they filed, and when 
you adopted the newer simplified form you permitted them to refile. 

Did not this refiling have the effect of building up your volume or 
numbers of statistics for your Commission and some duplications? 

Mr. Loomis. We have broken those down separately. As the sta- 
tistics on page 45 show, none of those supplemental statements are in 
there. Those supplements are not in our statistical tables on page 45. 

Mr. Evins. Are you using the simplified form altogether now? 

Mr. Loomis. That is right. The old form was a very long and 
complicated document which was hard for broker-dealers to deal with. 
It had some 26 items. 

The new one has been cut down to about five items, and it was felt 
that when this was done the majority of existing broker-dealers who 
were registered on the old form and who were required to supplement 
their form as ch: anges occurred should have the same opportunity as 
the new ones to file on the simplified form instead of having to work 
keeping their complex old one up to date. 

Mr. Evins. For the total number of 4,450 you indicate yet remain, 
which would appear to be a large number, you are asking for only 2 
examiners and 1 clerk, or a total of 3 people? 

Mr. Loomis. That is right. Those three people are not all for that 
job. Perhaps one, the stenographer, and part of the time of one of 
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the examiners, will be employed in that job. The rest are to keep up 
with the increase in the number of broker-dealers. 


SECURITIES ISSUED BY SMALL AND BIG BUSINESS FIRMS 


Mr, Evins. What consideration, if any, has the SEC given to the 
possibilities of making some differentiation in the requirements of 
details and registration statements as applying to small business as 
compared to those required for big business operations { 

In other words, if you have a $300,000 filing, that is exempt. But 
suppose you have a $500,000 filing, which would not be exempt, which 
is a small amount compared with a $5 million filing, do you have the 
same forms and the same routines and procedures for the $500,000 as 
you do for the $5 million filing, or do you have a more simplified form 
for certain types of business ? 

Mr. Armsrrona. Mr. Chairman, let me attempt to answer that ques- 
tion this way: 

The statute provided from 1933 until 1945 for an exemption of 
$100,000. In 1945 it was amended to increase the exemptive amount 
to $300,000. 

Under that section 3 (b) of the act there have been developed sim- 
plified forms for complying in respect of making those exempt 
offerings. 

We do, in fact, under regulation A and regulation D require certain 
pertinent information to be filed with the Commission and we require 
an offering circular with respect to those issues, a rather simple offer- 
ing circular, to be given to the person to whom the securities are 
offered. 

That is part also of the speculative or uranium problem because we 
have been engaged in revamping and increasing the strictness of those 
disclosure requirements even under the exemption; and we have a rule 
now out for comment which will perhaps be adopted in the next few 
weeks or month which will make those stricter. 

With respect to the registered issues, all the other issues are required 
to be fully registered. There is no distinction in the statute based 
upon amount, from $300,000 up to the largest so far as the statute is 
concerned there being no particular area for differentiating. 

However, the Commission does have power under the statute to 
classify issues and issuers, and we have different forms which are avail- 
able for the registration of securities of particular issues and issuers 
or for particular purposes. 

The basic form is the so-called form S-1, which is the registration 
statement generally used in normal circumstances. , 

However, we have form S-8 which is used for offerings of certain 
types of securities under employee purchase plans. 

Then we have a so-called form S-9 which is available only for the 
offering of institutional great debt securities, high-grade bonds. It 
isa much more simple form than the basic more expanded form of S—1. 

Mr. Evins. As I understand your testimony, consideration is not 
given to the size of the business but the type of business ? 

Mr. Armstrone. That is right, sir; the type of issuer and the type 
of offering being made. 
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Mr. Evins. Fundamentally under the statute a small concern of 
$500,000 offering would be required to file the same type of form as one 
for $10 million ? 

Mr. ArmstrronG. That is correct. I think I should add that in 1954 
there was before the Congress a bill which was passed in the Senate 
but rejected by the House and dropped in conference which would have 
increased the exemptive amount from $300,000 to $500,000. 

Mr. Evins. What is your view as to whether or not that should be 
increased or lowered? I speak now of the exemptive category ? 

Mr. Armstronc. We have not taken a position on the matter since 
1954 when we supported the legislation which would have increased 
the exemptive amount to $500 000, but you have to understand, as we 
did support that proposed legislation, that we also had in mind using 
the power to make rules and regulations and to make the exemption 
available subject to terms and conditions which are the vehicles we 
have available under section 3 (b). 

We also had in mind increasing in the exemptive area, and making 
more stringent, disclosure requirements with respect to these specula- 
tive issues of the type we have spent some time on here this morning. 
You certainly would not want to increase the exemptive amount with 
respect to these issues of a character where, broadly speaking, the 
public gets burned. 

The basic provision of the statute which helps in this whole area is 
the power to classify. 





RECORD OF SECURITIES VIOLATORS 
Mr. Evins. Place in the record the language at the bottom of page 
47 and the top of page 48, “Unit of securities violations.” 


(The pages referred to are as follows :) 
UNIT OF SECURITIES VIOLATIONS 


This Unit maintains files on persons who are known to have violated laws in 
connection with securities transactions and serves as a clearinghouse for such 
information. In addition to supplying such information on a current basis to 
the Commission’s staff and other interested law-enforcing officers, a securities 
violation bulletin is published quarterly and sent to a list of approximately 650 
law enforcement and other cooperating agencies, including the Federal Bureau 
of Investigation, State securities officials, State attorneys general, the Post Office 
Department, chiefs of police, better-business bureaus and others engaged in the 
prevention, detection, and prosecution of fraud in connection with securities 
matters. 

The bulletin contains information of official actions against firms and individ- 
uals with respect to scurities violations reported to the Commission during the 
preceding 3 months. This information pertains to suspension, denials, and revo- 
cations of registrations; injunctions, fraud orders, stop orders, cease-and-desist 
orders, arrests, indictments, convictions, sentences, and other official actions. 
It also contains a supplement in which is listed the names of individuals reported 
as being wanted on charges of violations of law in connection with securities 
transactions. This information assists other agencies in the prevention of fraud 
in securities transactions. This Unit also reviews parole reports prepared by 
the regional offices on persons convicted of violations of statutes administered 
by the Commission. 

WORKLOAD 


The following table shows the workload under the various categories for fiscal 
1955 and the estimated workloads for fiscal years 1956 and 1957. 




















Actual, 1955 | Estimated, | Estimated, 


Communications received dees pe bnciecst cébbatetst 

Communications dispatched __ : seinen , , 800 
Additional items of information added to files... di ; 3, , 000 
Number of persons concerning whom data is on file__........- 58, 187 
Parole reports received _-__. = eee cae 10 





SURVEILLANCE AND STABILIZATION ACTIVITIES 


Mr. Evins. Your surveillance activity report on page 52 and your 
stabilization activity report on page 53 will be inserted at this point 
in the record. 

(The information referred to is as follows :) 


Workload 


Estimated, Estimated, 
fiscal vear | fiscal year 
1957 


| Actual, fiscal | 
| year 1955 





Surveillance activities: 
Filings under regulations A and D__-- “a 
Filings checked for proper pricing ‘and markets 
watched for manipulation. 
Registered offerings (other than investment trusts and 
offerings to employees) a 
Prospectuses underw riting agreements and offering | 
plans and their amendments examined for proper 
pricing, for evidence of improper marketing practices 
and for required disclosure of permitted practices; | 
markets watched for manipulation. 
Exchange quotation sheets received and filed !__......_---| 8,112 1, 275 , 275 
Securities quotations provided to staff : idee tris 2, 656 2, 700 2, 700 
Market reports prepared for Commission use ?___.....---- 260 510 510 
Letters of complaint or inquiry. -__.....---.-.-.-.---------| 198 | 200 | 200 
Stabilizing activities: 
Conferences with issuers, underwriters and their counsel 251 300 | 250 
Plans for stabilizing securities offerings examined - -- 429 430 140) 
Stabilized securities issues reported | 73 R5 95 
Dollar value of reported offerings stabilized - -- | $582, 547,719 | $680, 000, 000 $760, 000, 000 
Stahilizing reports processed and filed _- | 6, 210 | 9, 000 | 10, 000 
Deficiency letters and other correspondence with under- 
writers... ....-.. ‘ | 610 | 650 650 


} 
' 


1 Since Mar. 1, 1955, sheets of regional exchanges are received and filed by mail and classification unit. 
2 Resumed Jan. 3, 1955 after a 6-month lapse. 


SEC STATISTICAL WORK 


Mr. Evins. You have already testified about the statistical needs 
indicated on page 54, issues under $300,000 ? 

Mr. Armstrona. Yes, sir. 

Mr. Evins. Would you state that the great bulk of that workload 
is in the uranium field which you testified about ? 

Mr. Armsrrona. Uranium and other issues of a speculative 
character. 

Mr. Evins. These studies would include the three indicated on 
page 56, individuals’ savings, working capital of corporations, and 
quarterly financial report, which is a joint study with the Federal 
Trade Commission ? 

Mr. Armsrrone. Those are part of the overall Government finan- 
cial analysis and statistical study. 
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Mr. Loomis. Those are parts which this Commission does. The 
recommendations with respect to those programs are based upon the 
recommendations which were submitted to the Joint Committee on the 
Economic Report, and it was recommended that certain improvements 
be made in these basic studies for the use of Government and private 
industry, some of which pertain to our Commission work, and we 
propose to do the things which those recommendations to that com- 
mittee suggested we should do. 

Mr. Evins. The Federal Trade Commission was in here last week 
asking for an increased budget for their economic division to make 
additional reports. 

You cooperate, work with them, and there is no duplication? The 
SEC and the FTC cooperate in this work and certain other reports ? 

Mr. Loomis. That is right, sir. 


Division oF ADMINISTRATIVE MANAGEMENT 


Mr. Evins. With respect to your Division of Administrative Man- 
agement, do you want to give us a brief statement of your needs and 
requirements for the next year in this field ? 

Mr. ScHempeNHeLM. We have now a total of 103 positions and for 
1957 we are asking for 2 additional positions. 

This Division includes the Branch of Administrative Services which 
is made up of our duplicating unit, the library, supply service, graphic 
drafting, and the editor for material sent to the Government Printing 
Office. 


INCREASE IN LIBRARY POSITIONS 


It is in the library that we are asking for an additional clerk, in- 
creasing it from 5 positions to 6 positions. 

The additional clerk is needed to receive and record new acquisitions, 
periodicals, and other materials which we receive daily. 

This clerk will receive, record, and index about 150 incoming maga- 
zines, books and newspapers, pamphlets and so on, which are ordi- 
narily received in the library each day. 

In the Branch of Records we have 58 people. 


INCREASE IN BRANCH OF PERSONNNEL 


In the Branch of Personnel we now have seven people. We are 
asking for one additional person, a personnel assistant needed because 
of the additional people all through the staff that we are requesting. 

Mr. Evins. Are you disposing of any records in your management 
office ? 

Mr. ScurmenHeLM. Yes. We have disposed of a very substantial 
quantity of records. 

Mr. Evins. Is it your Division which is asking for lesser appropria- 
tion with respect to publications, or is that in another section ? 

Mr. Armstrone. I think, Mr. Chairman, the reason for the smaller 
request is because in the appropriation for fiscal 1956 there was in- 
cluded an amount to cover the printing of eight volumes of the Com- 
mission’s decisions which had been held up for a period of years. 
There was an $80,000 backlog there which Congress permitted us to 
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go ahead with in the current fiscal year. That is the reason for that 
cutback. 

Mr. Evins. Are you disposing of your surplus or excess records, 
Mr. Director? 

Mr. SCHEENHELM. Yes, sir. 


ReGIonAL OFFices 


Mr. Evins. The regional offices of the Commission, indicated on 
page 67, already has been included in the record. 

I think the chart at page 65 should be included at this point. 

(The information referred to is as follows :) 


Regional offices 


eo ea > n> Increase (decrease 
Fiscal 1956 | Fiseal 1957 1957 over 1956 
Positions 


Number | Salaries | Nurnber | Salaries | Number | Salaries 


| 
Regional administrators : | $102, 
Assistant regional administrators 31, 
Technical consultant | 11,398 
Attorneys..- : ale 50 | 396, s 
Securities investigators ; 550, 645 : 333, 715 | 070 
Broker-dealer inspectors - - - 349, 585 5 58, 21! 630 
Engineers..-- - - - Skin ; ‘ 17, 63 3] 24,02! }, 390 
Financial analysts - --- a ; | 67,72 : oe 
I 353, 9; 3 | , 245 
Total i ‘ 279 |1, 871, 085 | | 34 | , 335 





FUNCTIONS 

The main functions of the regional offices are: (1) to render interpretative 
and other assistance to those concerned with the laws administered by the Com- 
mission; (2) to investigate complaints and other indications of violations of the 
statutes in the sale or purchase of securities, and alleged illegal practices in the 
trading of securities; (3) to inspect the books and records of registered broker- 
dealer firms; (4) to process filings under the Commission’s regulation A; and 
(5) to represent the Commission in Federal courts in injunctive proceedings aris- 
ing from violations of the several acts and under chapter X of the Bankruptcy 
Act, as amended, and to perform analytical and other work incident to the 
reorganization of bankrupt corporations. 

The New York regional office maintains constant surveillance over the securi- 
ties exchanges in that city. 

Mr. Evins. It shows a need for 34 additional personnel. We have 
had excessive testimony on that need. 

The chart on page 69 showing the different types of violations is in 
the record. 

I believe there has been an explanation of regulation A filings in- 
dicated at page 73. 


OTHER OBJECTS OF EXPENSE 


Your request for funds for other obligations shows an increase in 
travel expenses, no change in transporation, increase in communication 
services, no change for rents, increase for other contractual services, 
supplies and materials, equipment, and taxes and assessments, and 
one decrease in printing, a carryover from last year. 

What are your taxes and assessments? 
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Mr. Rtorpan. That is a social-security deduction we make from 
eemployees’ salaries which we have to equal from our appropriation. 
That is made for the nonpermanent employees. 


TRAVEL 


Mr. Evins. You anticipate expanded travel in the next year from 
$132,000 to $197,000 ? 

Mr. Armstrrona. Yes, sir. The enforcement work, the fieldwork 
necessitates travel. Our investigators simply have to get around 
the country. 

Mr. Evins. I think we can agree with that, Mr. Chairman. We 
can readily see the need for that. 

Mr. Armstrrone. That was one of the difficulties we had. 

For example, in June of 1955, in order in part to get within our 
1955 appropriation, we had to stop all personnel travel for a period 
of 2 or 3 weeks. 

Mr. Evins. This may not be an appropriate reference, but it has 
the salutory effect of having a policeman on the beat. 

Mr. ArmstronG. That is exactly it. 


COMMUNICATIONS SERVICES AND OTHER CONTRACTUAL SERVICES 


Mr. Evins. “Communications services” and “Other contractual 
services,” what do they embrace and why do you have to own your own 
teletype service at a cost of $3,000? 

Mr. Rrorpan. We use the teletype service of the General Services 
Administration. That extends throughout the country and we pay 


them $2,800 to $3,000 a year depending on the number of words we 
send. 

The increase in the telegraph, local telephone service, long-distance 
telephone service is to provide these facilities for these 84 additional 
employees. 

PURCHASE OF STATION WAGON 


Mr. Evrns. I see you are requesting one new station wagon next 
year? 

Mr. Armstronea. Yes, sir. 

Mr. Evins. I think the Commission should have a good automobile 
to come up and see Congress once a year, but the question always is 
asked why don’t you join with the GSA motor pool? 

Mr. Rrorpan. I understand that the GSA has not yet organized 
that motor pool. 

Mr. Evins. They tell us it is quite extensive and they don’t get co- 
operation from the other agencies. 

Mr. Botanp. And expensive. 

Mr. Armstronea. I wouldn’t want to leave the answer on this record 
right where it is. The fact of the matter is that we come up to the 
Congress considerably more often than once a year, as a matter of 
fact, more in the nature of twice a day. 

Mr. Evins. We just get to see you annually, Mr. Chairman. 

Mr. Armstrona. Yes, sir; but we are always available for help to 
the Members of the Congress as well as to the committees. We feel 
as a Commission that the delays which would be involved in our 
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time in responding to tlie trips and calls we do make up to the Hill, 
as well as elsewhere to the Capitol on official business would be so 
serious as to make that solution not feasible and it would simply mean 
we would have to use our own automobiles, our own personal automo- 
biles. 

As far as the car itself is concerned, we have this Chrysler which 
is 5 years old and is in the shop quite a bit, and, furthermore, it is a 
two-seater and doesn’t hold the full Commission. 

We wanted to get one of these three-seaters so the full Commission 
could get into it and 1 or 2 staff members so when we come up here we 
are together and can do our most effective job. 

Mr. Evins. You make a very compelling and unanswerable argu- 
ment, but. the GSA makes an equally strong argument for their 
position. 

Mr. Armstrona. I am not prepared to debate it with the GSA. I 
see Mr. Upham over there is champing at the the bit. Perhaps he can 
help us, Mr. Chairman. 

Mr. Upnam. We have just received within the last 10 days a pre- 
liminary recommendation by GSA relating to our Commission joining 
their motor pool. That involves some economic determinations which 
they have arrived at—we are not in agreement with their figures on 
the matter of saving. It also involves the 2 vehicles we have, 1 
a truck and the other a car, which may turn out to be handled in a 
different manner. 

We have not reached a conclusion on it and it has not been presented 
to the Commission. We are working with GSA on this point. 


EQUIPMENT 


Mr. Evins. At page 92 with reference to the replacement of worn 
or used equipment, the statement is made that $182,828 will be needed 
to replace all wornout equipment. 

You propose in the next year to progressively replace such anti- 
quated equipment to 10 percent. You are asking for $14,750. 

Then on page 90, just before that, your estim: ated need for equip- 
ment is $38,675. Is this $38,675 including funds for replacement ? 
Does this $38,675 include funds for replac ement 2 

Mr. Rtorpan. $14,750 of that sum is for replacement of the worn 
equipment you just mentioned. 

It also includes $10,725 for equipment for the new personnel which 
we are requesting. 

We have turned in all surplus equipment. 

Mr. Evins. In other words, your $38,675 request would include re- 
placement of old and purchase of new? 

Mr. Rrorpan. That is right. It also includes $7,500 for an addresso- 
graph machine; $2,000 for an automobile, and $3,700 for dictating 
machines and transcribers. 


FURNISHING CONFIDENTIAL INFORMATION AND DOCUMENTS TO COURTS 
AND CONGRESS 


Mr. Evrns. It is generally known that your General Counsel, Mr. 
Timbers, refused to provide the court with certain documents and other 
information which the court requested. 
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I am sure the Chairman of the Commission would not take that 

same position with respect to providing information to the Congress. 

I believe Mr. Timbers was cited for contempt of court and then later 
that citation was set aside. 

Mr. Armstrong. Yes, Mr. Chairman. That is a very broad ques- 
tion you have asked. ’ 

Mr. Evins. The readiness with which the Commission has provided 
us with this information would indicate you would not. pursue that 
practice with respect to committees of the Congress. 

Mr. Armstrone. I certainly think that is generally true. I would 
like to say this, however, Mr. Chairman : 

The subject matter you are now going into was the subject of a full 
day of testimony by us before the Subcommittee on Information of the 
Committee on Government Operations of the House of Representatives 
on the 31st day of January of this year. It is a very complicated and 
complex problem. 

Generally speaking the Commission naturally would supply to the 
Congress all information which it has available. 

However, it might request the congressional committee or the mem- 
bers asking for that information that it be maintained in a confidential 
nature because the disclosure of it would be adverse to the develop- 
ment, say, of a criminal case, premature disclosure of it. 

What we are seeking to protect from public disclosure in the type 
of case represented by the one in which our General Counsel was 
first sentenced for contempt and then cleared is the type of situation 
where an agency engaged in a law-enforcement job and an investiga- 
tive process has to protect the integrity of its investigation in order 
to be able to enforce the law, in order to be able to develop the case. 
Weare on a parity with agencies such as the FBI, Secret Service, and 
other agencies which have to keep their investigative process to them- 
selves during the development of a case. 

I don’t believe there ever has been a case, none I have ever heard 
of, in which Congress or any Member of Congress has ever even sought 
to get into an investigative matter of that kind and make it public 
at a stage where the publication of it would thwart the enforcement 
of the law that the Commission is engaged in or be unfair or preju- 
dicial to private citizens. 


OPERATIONS UNDER REORGANIZATION PLAN 10 


Mr. Evins. You were not with the Commisison prior to reorganiza- 
titon of plan 10 which applies to the SEC ? 

Mr. Armstrona. I was not. 

Mr. Evins. You have been with the Commission subsequent to the 
reorganization of plan 10? 

Mr. Armstronc. That is correct. 

Mr. Evins. What leeway do you have with regard to the appoint- 
ment and assignment of these 84 additional people ? 

Mr. Armstronc. The Commission has full responsibility for 
budget and organization. Those are Commission policies, and with 
respect to appointments s the Commission as a whole has the appointive 
power subject to the recommendation of the Chairman with ref- 
erence to the heads of divisions and offices and I believe the ap- 
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pointive power rests with the Chairman solely with respect to per- 
sonnel under the division and office heads. 

Mr. Evrns. The practice prior to Reorganization Plan 10, as I 
understand it, was that all Commissioners had a part in the selection 
of personnel. 

Since then your fellow Commissioners can advise and recommend 
but the power resides with the Chairman. 

Mr. Armstronea. Yes, sir; except with respect to division and office 
heads in which the Chairman has the right to recommend to the 
Commission and the Commission may act favorably or adversely as it 
chooses. 

Mr. Evins. Do you consider your agency, the SEC, a quasi-legisla- 
tive body—an arm of the Congress ? 

Mr. Armstrone. I certainly do. 

Mr. Evins. There has been some testimony before committees of 
Congress that some of our so-called independent agencies are now 
referred to as quasi-executive agencies. 

Mr. Armsrrone. None by me. 

Mr. Evins. The SEC was created by Congress and given delegative 
powers of Congress. They are quasi-legislative and quasi-judicial 
and not an arm of the executive branch. The SEC should be inde 
pendent. 

Mr. Armstrona. Yes, sir. We have administrative functions, of 
course, but we have three different types of functions. I am in full 
accord with what you just said. 

Mr. Evins. You do listen to the advice and recommendation of your 
fellow Commissioners when it comes to the selection of additional] 
personnel when funds are provided ? 

Mr. Armstrona. I listen to their advice not only on that but on 
every subject we have in the Commission. 


AMOUNT REQUESTED OF THE BUREAU OF THE BUDGET 


Mr. Botanp. How much did you request of the Bureau of the 
Budget for fiscal 1957 ? 

Mr. Armstronc. The same amount the President recommended. 

Mr. Botanp. Do you think the amount here is sufficient to take care 
of the duties of the Commission has? 

Mr. Armstrong. For fiscal 1957 I do. 


DELISTING OF STOCK 


Mr. Boranp. On the matter of delistings. What particular author- 
ity does the SEC have in the exchange of delisting stocks ? 

Mr. Loomis. Authority is granted by section 12 (d) of the Securities 
and Exchange Act of 1934. That section provides that a security 
registered w ith a national securities exchange may be withdrawn or 
stricken from listing and registration in accordance with the rules of 
the exchange, and upon such terms as the Commission may deem neces- 
sary to impose for the protection of investors upon application by the 
issuer or the exchange to the Commission. That is the second sentence 
of section 12 (d) of the act from which the Commission derives its 
authority. 
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That means a security may be withdrawn or stricken if the exchange 

applies in accordance ‘with its rules, but the Commission has juris- 
diction to impose terms and conditions necessary for the protection of 
investors in such a case. 

We cannot deny it but we can condition it. 

Mr. Botanp. If the exchange wants to strike it what can you do 
about it? 

Mr. Loomis. We can impose conditions upon the action of the ex- 
change. The Commission doesn’t have jurisdiction to keep it on the 
exchange assuming the striking is in accordance with the rules, but 
we can impose conditions such as delay or certain other conditions 
which the Commission might find appropriate. 

Mr. Botanp. Is this a matter with which you have much activity ¢ 
Does it happen often? , 

Mr. Loomis. There are a substantial number of delisting applica- 
tions filed each year. Most are noncontroversial situations. 

Mr. Botanp. Filed by the exchange? 

Mr. Loomis. Either the issuer or the exchange can file the applica- 
tion, and we get both types. 

We get quite a number of both types. Most are not controversial 
situations at all. The securities, say, are those of a company in 
liquidation or being absorbed by some other company, or becoming a 
subsidiary of some ‘other company or being reorganized, and for that 
reason it is agreed by all concerned that the stock should be delisted 
because it will be no longer outstanding. 

Contested cases, where there is a difference of opinion between the 
issuer and the exchange, or between stockholders and officers of the 
issuer, are much rarer. We have not had any of those for several 
years, I believe. We will have some which will be presented to the 
Commission before very long. 

Mr. Bonanp. Can the Commission tell the exchange it must put 
the stock back on ¢ 

Mr. Loomis. The Commission didn’t have jurisdiction to do that. 
The statute says the security may be stricken in accordance with the 
rules. The Commission can impose terms and conditions, however. 

Mr. Bouann. The justifications which the Commission has brought 
up here today appear to me to be in good shape. 

The remarks of Chairman Armstr ong have been fine. 

Mr. Armstrong. Thank you, Mr. Boland. 

Mr. Puruures. I think, Mr. Evins, you covered the ground thor- 
oughly. The questions I have are minor ones which will take only a 
few moments. 

In looking over the large chart which appears following page 3, it 
struck me there might be a few points here which are a little out of 
balance. 













































STATISTICS AND STUDIES 







You might tell me first of all whether the Branch of Special Studies 
under the Division of Corporate Regulation, and the branch or section 
called Overall Government statistics under Trading and Exchanges, 
are in any way duplicating in their work? 
Mr. Armsrrona. No, sir. 
Mr. Priurs. Tell me why Overall Government Statistics requires 
five additional people for next year. 
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Mr. Loomis. This goes back to what I mentioned briefly. The com- 
mittees reporting to the Joint Committee on the Economic Report rec- 
ommended certain improvements in the quarterly financial reports of 
American corporations, in the studies of saving, and in the reports 
with respect to plant and equipment expenditures of American 
industry. 

Mr. Puiirps. I see a jump from 8 to 19 in 2 years, Mr. Loomis. 
That is a heavy jump on statisticians. 

Mr. Loomis. It is. The Government has been placing increasing 
emphasis on the statistical studies which underly the work of the 
Council of Economic Advisers and the Joint Committee on the Eco- 
nomic Report, and which are also of value to private industry. Our 
Commission has a very small part of that total statistical program. 

Mr. Pures. But at the same time the Council of Economic Ad- 
visers, which came to this subcommittee, until separation in the work 
of the committee was made a year ago, also is asking for material 
increases in its own staff. 

Mr. Loomis. Yes, sir. 

Mr. Puiiures. We have been concerned that some of these other 
agencies, Federal Trade and others, also should be adding employees 
for the type of work when this agency and other agencies also are 
asking for additional employees. 

Mr. Loomis. Our work doesn’t overlap what we do. Our work is 
basically that of collecting information, evaluating it, and placing it 
in releases which are published for the use of the general public as 
well as for the use of the Council of Economic Advisers. We are fol- 
lowing the recommendations of these committees and of the Office of 
Statistical Standards. 


COMPARISON OF WORK OF GENERAL COUNSEL AND CHIEF ACCOUNTANT 


Mr. Puatiurrs. The Office of General Counsel wants 6 additional 
employees for next year, which jumps it 8 additional people in 2 years. 

On the other hand, the Office of the Chief Accountant wants no 
additional people. Isn’t there a proportionate increase in the analyti- 
cal work which to me would lead to the work of the six additional 
people in the General Cou nsel’s Office. Either your work is not bal- 
anced, that is the new requirement is not balanced, or you have a 
backlog of work you have not referred to. 

Mr. Armstrona. I think, Mr. Phillips, that the comparison be- 
tween the work of the General Counsel and the work of the Chief 
Accountant is not a comparison which can be made in a way to draw 
any conclusions from it. 

Actually there will be 

Mr. Puiiutres. Doesn’t the General Counsel take your cases ? 

Mr. Armsrrone. Yes, sir. He handles litigation matters, the in- 
junctive matters and criminal reference cases which we envisage will 
develop, in fact we know will develop, from the additional enforce- 
ment work in the field. 

So far as the Chief Accountant’s work is concerned, it is engaged 
in supervisory and advisory work in the accounting area. 

There will be additional accounting personnel in the Division of 
Corporation Finance, and you would have to compare that with the 
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General Counsel in order to have a conclusion as to balance, and I 
think you would find it would balance. 

Mr. Woopsine. From the point of view of the work of the Division 
of Corporation Finance, as we take a firmer position with respect to 
the initiation of stop orders, suspension orders, investigations of vari- 
ous types under the proxy rules where you have contests, investiga- 
tions of other nature, that work generates a certain amount of work 
for the General Counsel’s Office either by way of an advisory character 
to the Commission or by virtue of the fact we wind up in court. 

Mr. Pritures. Which of the three divisions makes the most work 
for the General Counsel ? 

Mr. Woonsipr. I don’t know about that. 

Mr. Mrexer. I would like to observe first of all that of those 6 
people, 4 are professional people, attorneys, and 2 are stenographers 
to serve the additional 4 people. 

With respect to our workload, our workload is apt to be, I think, 
heaviest from the Division of Trading and Exchanges and the Divi- 
sion of Corporation Finance, but I don’t want to offend the regional 
offices because they give us a lot to do, too. 

I will say, for example 

Mr. Pinires. How many of your attorneys are located in the field ? 
Are thev all in Washington ? 

Mr. Mrexer. All of ours are in Washington. Right now we have 
a total of 11 on active duty. They are here in Washington but they 
are available for consultation to the divisions as well as the regional 
offices. 

Mr. Armstrrone. I would like to add, Congressman Phillips, to 
what Mr. Meeker just said: 

That the prime responsibility for commenting to the committees 
of the Congress on legislation rests, preparing comments for the Com- 
mission rests, in the General Counsel’s Office. There is a great deal 
of work done in that office on legislative matters, Congressional re- 
quests. 

BRANCH OF PERSONNEL 


Mr. Pritures. Somewhere in here you are asking, in the Division 
of Personnel, for one additional person ? 

Mr. Armstronec. Yes, sir. 

Mr. Proms. You already had seven. You are asking for an 
additional 1 to make 8 on the basis of only 76 additional employees 
for next vear, 34 of whom are in the field ? 

Mr. Armstronc. Mr. Becker handles personnel matters in our 
agency. sir. 

Mr. Puirurrs. Even then the average we usually impose upon the 
agencies would hardly justify asking for another one, would it? 

Mr. Becker. One includes a nurse who performs no personnel 
functions whatsoever. 

Six-tenths of a man-year is devoted to the maintenance of leave 
records. 

Four-tenths of a many-year approximately is devoted to performing 
secretarial and other services for the various divisions and offices in 
Washington which leaves a total of five-man years devoted to per- 
sonnel work. 





1461 


The addition of one personnel assistant would keep us well within 
the ratio of 1 to 135. 

Mr. Putures. I notice you reduced the nurse from 149 to 1. How 
do you do that? 

Mr. Becker. The one-tenth of a man-year represents the services 
of a temporary nurse employed while our regular nurse was on annual 
or sick leave. QOne-tenth of a man-year represents approximately 
one month’s vacation. 


PRINTING THE COMMISSION'S DECISIONS 


Mr. Puitiies. The Chairman may have asked about the Other Obli- 
gations, but I notice you had very marked drop in printing. You 
had $35,000 in 1955 and then you jumped to $104,000 last year, and 
dropped back to $47,400 for next year. 

Why don’t you have a more 1 regular flow ? 

Mr. Armsrronc. Congress did not appropriate any money for the 
publishing of the Commission’s decisions from 1948 through 1955. 

Mr. Pumps. As I recall it you had a backlog last year ‘and you 
are caught up on it? 

Mr. Armsrrone. Yes, sir. Congress appropriated $80,000 for that 
purpose for the current fiscal year. The volumes cost about $10,000 
apiece at the GPO and we will print eight volumes this year. 

Mr. Puitires. You cut down the amount of money you expect to 
spend with the GPO next year and are still asking us for more money ? 

Mr. Armsrronc. We will not have the eight volumes of backlog 
to take care of. 

Mr. Putiuirs. Then you don’t need $47,000 even for next year. 

Mr. Rrorpan. In 1957 we will print two volumes of the Commis- 
sion’s decisions. 

Mr. Puirurrs. How will you do it without paying the GPO? Is 
it a method I don’t know about ? 

Mr. Rrorpan. We will pay them. 

Mr. Purtuips. It is a minor point. I see what is involved there. 

Mr. Riorpan. Our printing is listed on page 84, Mr. Phillips. 


TRAVEL EXPENSES 


Mr. Prituirs. Tell me about the travel which Mr. Evins also asked 
about. It seems to me with all these additional people, especially 34 
people into the area offices, that it is hardly necessary approxim: itely 
to double, or about a 90-percent increase in travel in 2 years 

Mr. Rrorpan, A good portion of the increase was occ: asioned by 
the increase in travel allowances passed by Congress last July. 

Mr. Puituiies. Increased per diem ? 

Mr. Riorpan. From $9 to $12, and auto allowances from 7 to 10 
cents a mile. 

In fiscal 1957 we are going to put on 30 new securities investigators 
and broker-dealer inspectors. We estimate each of those employ ees 
will cost us $1,200 a year, which will make $36,000. 

Then we expect to spend about $4,000 for the travel for the two 
accountants in the Division of Corporate Regulations, who will make a 
special study, and that accounts for the additional sum of $40,000 we 
requested.for travel. 
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EXEMPT STOCK ISSUES 


Mr. Pumuirs. I have nothing further in the way of questions. 

If you will read the transcript when it comes back, you will find 
in connection with the exempt category of stock you made the state- 
ment to the effect that it was in this category “The public gets burned.” 

I think it is unquestionably true it has to be in that category because 
that is the only category not under examination, but it leaves a rather 
broad implication that the stock in that category, or the offerings, 
securities in that category, are questionable. 

Maybe you had better check the transcript and see if you want to 

make it quite so broad. 

What percentage of stock offered in the exempt category would you 
say was questionable ? 

Mr. Armsrrona. A very substantial percentage. 

Mr. Puiuures. That is surprising. 

Mr. Armstrone. Something like $95 million out of $295 million. 

Mr. Puiiures. About 30 percent # 

Mr. Armstronc. Of the exempt offerings which were in the uranium 
category. That is where the trouble is. 

I realize I was speaking extemporaneously and broadly. 

Mr. Prius. That surprises me. I don’t know if it surprises the 
chairman. 

If so, without doing away completely with the exemptive category, 
how could you meet that issue? You would have to double your force 
and you would have a tremendous amount of small offerings which 
har dly justifies the cost. 

Mr. Evins. Off the record. 

( Discussion held off the record.) 

Mr. Puiiires. What would you reduce it to, in order to provide pro- 
tection against this 30 percent ¢ 

Mr. Armstrone. As I attempted to explain, it is not a Aare of 
the exemptive amount but a question of how you classify it. We have 
power to make rules and regulations as to exempt ied: It is not 
correct to say, as I believe you did, that these exempt offeri ings are not 
subject to examination. Our present regulations presently provide 
there has to be filed a letter of notification with the C ommission, setting 
forth certain pertinent information and there has to be filed an offering 
circular which is examined by the staffs of our regional offices, subject 
to overall supervision by the Corporation Finance Division, as Mr. 
Woodside mentioned. 

Mr. Putiurrs. That is true, but you don’t have much control over it. 
You don’t even have control over what is said in the initial circular. 
Mr. ArmstronG. Responsibility for what is said is on the issuer. 

Mr. Purtures. It states on the cover of the issuing circular that this 
has been filed with the Securities and Exchange Commission, and there 
is a disclaimer of some kind. 

Mr. ArmsrronG. There is a provision in the Securities Act that 
makes it unlawful for a person to state in connection with an offering 
of securities that the issue has been approved by the Securities and 
Exehange Commission. 

Mr. Puriures. Could you issue an order saying that all securities 
in a certain field, such as uranium stock, had to be subject to your 
investigation ? 
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Mr. ArmstronG. Yes, sir. 

Mr, Puitures. If that is the case, why is the public stuck with them 
even to the extent of 30 percent ¢ 

Mr. Armstrona. I didn’t mean to indicate the public was stuck to 
the extent of the full $95 million of uranium issues. I meant to ind- 
cate within that $95 million were a substantial number of issues in 
which our investigative techniques showed there might be fraud. 

Mr. PHILuirs. Ww hat percentage of the issues in the exemptive cate 
gory in your opinion were fraudulent or would actually bilk the 
public? 

Mr. ArmstronG. It would have to be a guess and I wouldn’t make 
the guess. But I can say it is in that area that we believe there exists 
the greatest chance so far as new issues of securities being sold to the 
public. By way of illustration I should point out that during 1955 
the Commission had occasion to suspend or deny the exemption pro- 
vided by regulations A and D 48 times; 37 of these orders were issued 
between July 1 and December 31, 1955. 

Mr. Putuiies. In that area of exempt securities a certain percent- 
age in turn are fraudulent or questionable. We will not make too fine 
a distinction. Some might make some money, and a good many don’t. 

Asa matter of fact, I suspect a good many of these issues are bought 
with the knowledge it is a very long gamble. 

Mr. Armstronea. Yes, sir. 

Mr. Puiures. And it is a question of whether we will be able to 
stop the people of the United States from gambling. 

Mr. Armstrone. I agree. 

Mr. Putuirs. They can bet on the horses. 

Mr. Armstrone. I am not suggesting we should stop them from 
taking speculative risks in the purchase of securities. Our effort is 
to assure disclosure and protect from fraud. 

Mr. Puituies. If the percentage in the exempt category is one 
third, what percentage of those can you control or expose ? 

Mr. Arusrrone. I cannot give you a percentage other than to say 
that, so far as personnel is available to investigate, each case we con- 
sider to be questionable or on which we receive complaints from the 
public is investigated. Some investigations necessarily result in our 
finding nothing contrary to law and no fraud. Others turn out to be 

raud cases. You cannot generalize about it. 

Mr. Puiuirs. In this exempt category you are talking about issues 
that are offered to the general public for sale ? 

Mr. Armstrona. Yes, sir. 

Mr. Puituies. Suppose there were 

Mr. Armsrrona. In interstate commerce. 

Mr. Putiuirs. Suppose there were an issue taken up almost ent irel} 
within the group internally. You have no jurisdiction over them ? 

Mr. ArmstronG. The Securities Act does not cover offerings that 
are not public offerings. It isa matter of interpretation in a particular 
case how many offerees you would need to say it was a public offering. 

Mr. Puinuirs. That was my point. 

Mr. ArmstrronG. In different circumstances the Commission has 
interpreted that to mean between 25 and some higher amount; 25 is 
considered a norm. ‘There was a statement in the Interstate and 
Foreign Commerce Committee report a year ago which indicated 25 
was the figure. 
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Mr. Evrys. Thank you, gentlemen. It has been a very fine 
presentation. 

Mr. Armstrong. Mr. Chairman, if you will indulge me for just a 
moment, I would like, because I feel, as I have heretofore expressed, 
that the budget function is a function of the full Commission, if you 
would be good enough to accord my fellow Commissioners Adams, 
Orrick, and Patterson an opportunity to say anything if I have not 
perfectly expressed myself. 

Mr. Evins. We will give you such time: as you may require. 

Mr. Apams. May I say I am entirely in accord with these budget 
requests and the statements the Chairman has made today. 

In addition, he indicated we are operating as a team. So far as 
appointments of employees are concerned, I think, as far as possible, 
we all interview them and we know generally what is going on as to 
appointment of new employees. 

In the 4 years I have been with the Commission there is a better 
team operation today, insofar as plan 10 is concerned, than there has 
been at any other time in the previous 4 years. This i is due, in my 
opinion, to the desire of the present Chairman to see that Commission 
business is conducted as a team operation. 

Mr. Evins. Commissioner Orrick, do you have any additional state- 
ments or observations to make? 

Mr. Orrick. I am in accord with the present budget as being proper. 

Mr. Evins. Commissioner Patterson ? 

Mr. Partrerson. I have made a complete study of the budget and 
I think the budget is proper. 

Mr. Evins. We are delighted to have heard the statements of all 
you gentlemen. Come back to see us again. 


Mr. Armstrong. Thank you very much, Congressman, for the 
gracious and courteous way in which you conducted the hearings. 
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FEDERAL COMMUNICATIONS COMMISSION 
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ROSEL H. HYDE, COMMISSIONER 
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JOHN L. FitzGERALD, CHIEF, OFFICE OF OPINIONS AND REVIEW 

ROSCOE L. BARROW, DIRECTOR, NETWORK STUDY 


SALARIFS AND EXPENSES 


Program and pene 





1955 actual 1956 estimate | 1957 estimate 


Program by activities: } 
1. Applied technical research and frequency allocation _- $456, 151 $455, 346 $518. 115 
2. Broadcast_. 1, 383, 581 1, 526, 116 1, 674, 841 
3. Safety and special radio services 739, 654 816, 746 8R3, 185 
. Field engineering and monitoring 2, 255, 806 2, 387, 227 2, 501, 040 
. Common carrier ; ‘ 784, 547 829, 769 907, 217 
. Executive, staff, and service ___- : 1, 291, 950 A 307, 796 1, 365, 602 
Total obligations_....-_-- ; 6, 911, 689 , 323, ‘000 7, 850, 000 
Financing: 
Unobligated balance no longer available - - ; 80 
Appropriation 6, 76 él, 769 6, 870, 000 7, 850, 000 
Proposed supple mental due to pe y increases 453, 000 
Reappropriation ae a = E 150,000 |.-..--- 
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Obligations by objects 





Object classification 


Total number of permanent positions 

Full-time equivalent of all other positions 
Average number of all employees i ; 
Number of employees at end of year_-__-___-_-- ; 


1955 actual 


| 1956 estimate | 1957 estimate 


1, 128 | 
10 
1, 062 


1, 185 
1, 039 


1, 034 | 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade_._- 
Ungraded positions: Average salary _-_--- 


Personal services: 
Permanent positions ‘ cee 5 
Positions other than permanent ie oi hie aE on odes 
Regular pay above 52-week base _- 
Payment above basic rates- 


23, 600 
é » S47 | 


7, 102, 700 
118, 000 
14, 000 
193, 900 
53, 000 
30, 000 
91, 000 
32, 900 
114, 100 
95, 700 
4, 200 
500 


7, 850, 000 


3, 02 6, 6: 53, “000 
83, 279 | 87, 000 
3, 577 14, 000 
82. 918 | 183, 000 
790 | 52, 000 
29, 678 | 29, 000 
” 496 | 83, 000 
, 548 | 29, 900 
23, 884 | 94, 000 
8, 552 86, 000 
3, 795 | 11, 500 
270 | 600 
— nell <iemasttineeneteineranatnctinadinaiitsniis 


6 911, 689 7, 323, 000 


Total personal services 

Travel__--- 
Transport ition of things. 
Communication services 
Rents and utility services 
Printing and reproduction _- 
Other contractual services 

Services performed by other r agencies 
Supplies and materials_.__.._.._---- 
Equipment. = 
Lands and structures. __- “n 
Refunds, awards, and indemnities_ 








Total obligations_ -__.-__-- 





Budget authorizations, expenditures and balances 








1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation 

Proposed supplement: al due to Dp Ly ‘increases __- 
Reappropriation of prior year balance 
Obligated balance brought forward_____-.---- 


$6, 761, 769 $6, 870, 000 $7, 850, 000 


394, 811 | 620, 478 708, 478 





Total budget authorizations available__........-__---- 7, 306, 580 | 


_7, 943, 478 


| 


6, 346, 888 


8, 558, 478 


EXPENDITURES AND BALANCES 


Expenditures— 
Out of current authorizations -_.- 
Out of anticipated supplemental appropri: ation. 
Out of prior authorizations-_---- -- ie aueacee ; 


6, 300, 000 
435, 000 
500, 000 


7, 100, 000 
18, 000 
582, 000 





324, 711, 


OR OIE is ics ctcaccasee seen ; 6, 671, 599 7, 235, 000 | 7, 700, 000 
Balance no longer available: 
Unobligated (expiring for obligations) ...._--_--- 80 

Other iat OO Oh cndccccahinactinhcmsbanedeons 
620, 478 708, 478 858, 478 


Total expenditures and balances-_..........-....-...--.- 7, 306, 580 7, 943, 478 8, 558, 478 





Mr. Tuomas. Will the committee please come to order. We have 
with us this morning the Federal Communications Commission and it 
is certainly nice to see so many of our young and distinguished friends. 

Chairman McConnaughey is still looking fine. It is nice to see you, 
Mr. Chairman: and Commissioner Hyde; Commissioner Webster; 
Commissioner Bartley; Commissioner Doer fer; and Commissioner 
Lee. Also Mr. Allen, the Chief Engineer; Judge Baker, the General 
Counsel; Mr. Kenehan, Chief of the Broadcast Bureau; Mr. Plummer, 
Chief of the Safety and Special Radio Services Bureau; Mr. Cowgill, 
Chief of the Common Carrier Bureau; Mr. Turner, Chief of the Field 
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Engineering and Monitoring Bureau; Mr. Cox, the Budget Officer; 
and Mr. Ballard, the Assistant Budget Officer. 

Mr. Cox. Mr. Ballard is not here. 

Mr. THomas. Wish him well. And Miss Morris, secretary. I 
think this is the first time she has come. We are glad to have you, and 
come again. And Mr. L’Heureux, the Administrative Assistant to 
the Chairman; Mr. Cunningham, the Chief Hearing Examiner; and 
Mr. Fitzgerald, the Chief of the Office of Opinions and Review. 

Mr. Chairman, it is nice to see all of you here. Do you have a state- 
ment for us, either you or any of your fellow Commissioners or any 
of your staff? If you do, we will be glad to hear from you as long 
as you care to talk. 


STATEMENT OF CHAIRMAN McConNAUGHEY 


Mr. McConnavucuey. I would like to make first a short statement 
for the committee. 


SUMMARY JUSTIFICATION DATA 


First of all, I would like to request that pages 1 through 17 of the 
budget justifications which were sent to your committee on 1 Janu: ary 16 
be inserted in the record of the he: rings at this point. These pages 
present a summary of our budget and I think might be of value. 

Mr. Tomas. Yes. That is your historical and your narrative and 
you have cited a lot of facts and figures. 

Mr. McConnavuguey. Yes, sir. 

(The material referred to follows :) 


SUMMARY OF JUSTIFICATIONS FOR 1957 BupGet ESTIMATE 


In its 1957 budget, submitted herewith, the Federal Communications Commis- 
sion estimates a requirement of $7,850,000. 

This is the minimum figure arrived at after striving for utmost economies under 
budget policies and directives. It provides only for those activities which are 
required by law and which we believe are essential in the public interest. They 
affect industry and other business as well as the protection of life and property. 

The Commission is in the untenable position of trying to regulate radio’s tidal- 
wave expansion with little change in annual appropriations or personnel allot- 
ments since World War II. In the last half a dozen years in particular its admin- 
islative burden has not only more than doubled but has become more complex. 

In the radio field alone the Commission now has more than 1,400,000 author- 
izations on its books, reflecting the use of some 800,000 transmitters on the land, 
on the sea, and in the air. Wire and cable telephone and telegraph facilities are 
undergoing many changes and pose their own special problems. 

As a result, the Commission is experiencing increasing difficulty in keeping up 
with its mounting workload and lacks the manpower to deal with many impor- 
tant matters which need policy determination. Any projects which demand 
immediate consideration necessitate taking staff members off processing and 
other day-by-day work, and backlogs develop. These backlogs are hard to catch 
up with and are detrimental to both industry and Government. 

The money is needed almost exclusively for personnel to handle promptly the 
applications of new or expanding electrical communication mediums, as well as 
the involved and protracted legal issues raised by competitors for facilities and, 
basically, to police and protect the Nation’s electrical communications systems. 

Requests for new or augmented radio services present problems with respect 
to the “housing shortage” in some portions of the spectrum and changes in fre- 
quency assignments and use. These considerations are complicated by the fact 
that frequency allocations have international as well as domestic impact which 
requires exacting engineering study and industry-Government cooperation. 
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At the same time, the mounting number of radio stations not only give but are 
subject to interference. This interference problem is aggravated by the produc- 
tion of many new electronic devices which, though not used for communication, 
release waste energy which can play hob with radio transmission and reception. 
Projected new equipment must be studied, and some of it approved as meeting 
radiation limits before being manufactured and put into use. 

In the nonbroadcast radio field, rules must be recast frequently to keep up with 
new developments—such as, currently, the growing use of microwaves, the 
expansion of mobile operations, new industrial uses, and split channel and 
other techniques to obtain greater use of available channels. 

As for common carrier regulation, that industry is becoming larger and more 
complex, and its rates and services require constant and continuing attention. 
Its increasing use of radio, extending into mobile operation, and TV program 
relay, involve many considerations. 

Broadcast is replete with problems. TV has a critical situation in UHF, 
subscription TV has been proposed amid much debate, and questions must be 
resolved about private intercity TV relay links and other matters. In AM, the 
clear channel and the related daytime sky-wave problems are still unresolved. 
Commercial FM is still far short of the development originally contemplated and 
other services eye unused frequencies in the FM band and elsewhere as possible 
avenues for expansion. 

Amendments to the Communications Act have burdened the Commission with 
additional procedural requirements, including extension of hearing rights to 
“parties-in-interest” however remote, and denying consultation by the Com- 
mission with its own keymen on adjudicatory cases in which the latter have no 
participating connection. 

The economic straitjacket in which the Commission must operate has bit 
its field activities especially hard. Some field engineering work has had to be 
curtailed drastically. While monitoring stations continue to police the spectrum, 
only a sampling job can be done in inspecting radio installations, and interfer- 
ence investigation is limited to the more serious cases. By the same token, data 
collected on certain long-range technical studies have had to be put aside for 
more pressing current work. 

It is a paradox that while problems and workloads have been increasing rap- 
idly, the staff available to the Commission over the years to discharge its respon- 
sibilities has been steadily reduced. In 1948 the Commission had an average 
employment of 1,349. In 1950 the average staff was 1,825. By 1953 it had been 
eut to 1,043. In 1954, even with increased appropirations to get TV and safety 
and special backlogs under control, only 1,075 persons were available. In 1955 the 
Commission staff was down to its lowest postwar point—1,039. In 1956 it will 
be able to make a small increase—to 1,062—from funds granted to handle back- 
logged broadcast and safety and special applications. 

As an indication of the disparity between the Commission’s increasing work- 
load and its decreasing staff, the following chart depicts the situation with 
respect to three of its basic operations—common carrier, broadcast, and safety 
and special—since 1951: 


CHART COMPARING TRENDS IN BASIC PROGRAMS AND STAFF SIZE 
FEDERAL COMMUNICATIONS COMMISSION FOR FISCAL YEARS 1951-1957 


won CARB IER a —= ae 


BROADCAST @—" 


e 


1952 1953 1954 4955 1956est 1957 es. 
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The following table shows the average employment and amount of money 
utilized in 1955, estimated for 1956 from available funds, and estimated for 1957. 


1955 actual 1956 estimate 1957 estimate 


Average Average Average 
employ-| Amount |employ-| Amount |employ-! Amount 
{| ment | | ment ment 


ee —————-- — ~~ | ——- —-- ° —e 


A, Personal services: | | 
I. Applied technical | 
and frequency allocation. _-} 0. 2 $396, 923 59.5 $411, 072 | 5 $471, 115 
Il. Broadcast. } 211.3 | 1,299, 408 229.1 | 1,459, 918 § | 1, 591, 541 
III, Safety and special radio serv- | ! 
603, 519 .4 | 750,618 | 30.7 813, 585 
IV. Field engineering and moni- | 
table dsiaelicn oe 334. ¢ 1, 888, 782 | 339. ¢ , 015, 758 354. : 2, 101, 040 
V. Common carrier... _- 3.41 757,826 | 801, 794 22.7) 872,617 
VI. Executive, staff, and service _- > | 1,177, 444 .7 | 1,213, 840 208. § 1, 252, 802 


Total, personal service... ) 6, 213, 902 | 1,061.7 | 6,653,000 | 1, 13% 7, 102, 7 


‘Other objects’... .___-. : ; | 697, 787 d 670, 000 747, 3 


Total, obligations.._._____- | 6,911, 689 7, 323, 000 7, 850, 
80 ee 
peuple s — 453, 000 


a : 
poet 
{ 


Unobligated balance . 
Fae CO iiise ics oceucsecaecalaccos ; 
Appropriation or estimate. --__......)....-.--- a 911, 760 | 6, 870, 000 


1 Includes $132, 368.62 for retroactive pay increase, 





The following paragraphs outline briefly the increases requested and the 
justifications therefor : 


A. PERSONAL SERVICE 


I, Applied technical research and frequency allocation 


The Commission’s duties in this area are clearly stated in the Communica- 
tions Act of 1934 as amended. The act requires, among other things, that * * * 
“the Commission shall: 

“(c) Assign bands of frequencies to the various classes of stations, and 
assign frequencies for each individual station, and determine the power 
which each station shall use and the time during which it may operate ; 

““(e) Regulate the kind of apparatus to be used with respect to its external 
effects and the purity and sharpness of the emissions from each station and 
from the apparatus therein ; 

“(g) Study new uses for radio, provide for experimental uses of frequen- 
cies, and generally encourage the larger and more effective use of radio in 
the public interest.” 

To assist in these duties the Commission employs a Chief Engineer and a 
comparatively small staff of engineers. 

In the technical research field, increases are requested to provide funds for 
the continuation of propagation work now financed through advances received 
from other agencies. This is a primary responsibility of the Commission and 
must be financed by the Commission’s appropriation. 

Additional manpower is also required for the type acceptance program. In 
order to prevent poor equipment from being automatically type approved the 
Commission must review and take action on an application within the 30-day 
limitation rule. It is vital that adequate funds be applied to this activity to 
suard against the use of inferior communication equipment. 

Increased activity is also anticipated for the many committees over the 
country concerned with interference and the reduction of spurious emissions. 

In order to cope with the pressing demands upon the laboratory for calibra- 
tion, modification, development, and design of new equipment for use by our 
Field Engineering and Monitoring Bureau, a small increase in manpower is 
proposed for 1957. 

In 1957, more time and consideration must be given to the Commission's 
frequency allocation and treaty problems. The continued growth in the radio 
field year by year imposes greater burdens upon this phase of the Commission's 
responsibilities. 
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In 1955, we devoted an average employment of 60.2 to the applied technieal 
research and frequency allocation activities. Funds for 1956 will finance only 
59.5. In view of the growing backlogs, and the Commission’s responsibility for 
promoting better usage of the radio spectrum, an increase of 8.5 in average 
employment for 1957 is urgently needed. 

II. Broadcast activities 

As the administrative agency charged with the responsibility of effective- 
ly and efficiently regulating the broadcast industry, the Commission is re- 
quired to provide a basic regulatory framework through the adoption of 
rules, engineering standards, and general policies in the light of which in- 
dividual applications may be filed and considered. It is also required to re- 
ceive applications requesting the use of particular channels for broadcasting 
purposes and to dispose of these applications in the light of applicable law, 
rules, and general policies. Included in this is the responsibility for se- 
lection of the applicant best qualified to serve the public interest in those 
eases in which two or more applicants may seek the use of a particular 
channel. 

Broadcast matters are handled by the Commission with the following staff 
organizations: Broadcasting Bureau, Office of Hearing Examiners, Office of 
Opinions and Review, and the Dockets Division of the Office of the 
Secretary. 

It is the clear concept of the Communications Act that broadcasting should 
develop on a competitive business basis, recognizing certain important pub- 
lic interest obligations. Because of these public interest obligations and 
the technical engineering factors involved, regulatory requirements such as 
those set forth in the Communications Act and the Commission’s rules and 
policies are essential. But equally important to the growth and advance- 
ment of broadcasting as an industry is the requirement that regulatory au- 
thorities be in a position to act with sufficient dispatch to avoid becoming a 
roadblock to the introduction of competition and new interests into the 
field. 

In the field of television we propose to dispose of virtually all remain- 
ing hearing cases, leaving only 29 such applications pending in hearing at the 
end of 1957. We also pronose to handle on a current basis the applica- 
tions for new television stations and applications for improvement and change 
of authorized television facilities received during the year. 

In the field of standard (AM) broadcasting the increase requested in this 
budget will permit vs to nlace increased emphasis on the processing of ap- 
plications. During 1955 the receipt of applications for new AM stations and 
for maior changes in such stations increased substantially over the number 
received in 1953 and 1954 and we expect even more applications in 1956 and 
1957 than we received in 1955. Backlogs are growing despite our increased 
efforts to prevent their growth. Even with improved efficiency and utiliza- 
tion of additional mannower provided by the extra funds appropriated by 
Congress, we will not be able to handle the heavy AM load already piling 
up. 
ewith the increased manpower available for processing AM applications in 
1957 we will be closer to reaching our objective of processing those anpli- 
eations which do not have to be designated for hearing within a period of 
2 months after filing as contemplated by Congress in the Communications 


Act. 
The large number of new annvlications naturally increases the hearing 


workload. During 1957 we anticipate a hearing workload of 261 AM annli- 
eations for new stations and major chanves in existing stations. The funds 
requested will enable us to dispose of 159 of these applications, leaving a 
backles of 102 annlications still on hand at the end of 1957. 

In the field of frequency modulation (FM) broadcasting during 1955 applica- 
tions for new FM stations incressed slightly over 1954 and we expect a sub- 
stantial increase in 1956 and 1957. We propose to keep reasonably current in 
the nracessine of FM anvplications filed during 1956 and 1957. 

Tn all of these fields we will also be faced with the necessity for handling 
applications for renewal of outstanding authorizations, for transfer and assign- 
ment of such authorizations, for numerous minor changes, for experimental 
operation, ete. Our basic program for 1956 and 1957 is to remain reasonably 
current in the handling of such applications. 

This is a very conservative request for funds to carry out the Commission’s 
responsibilities imposed by law and is based on realistic considerations of the 
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general level of activity expected. We cannot, however, overemphasize the 
precarious situation developing in AM backlogs. 

The following tabulation shows the average employment devoted to broadcast 
activities during 1955 and our estimated requirements for 1956 and 1957. 


Broadcast activities, average employment: 
1955 actual . : ; 211.3 
1956 estimate_________ i cha i EE — 22%). 1 
1957 estimate : 248 0 


Ill. Safety and special radio services 


The Commission’s responsibility in this field of radio embraces more than 30 
separate radio services through which radio becomes an indispensable function 
in the protection of life and property and in the furtherance of the industrial 
and business activities of the Nation. These safety and special radio services 
comprise the great majority of stations licensed by the Commission. In addi- 
tion te those uses vital to marine and air safety and the protection work of police, 
fire, and forestry departments, they include the radio activities of all varieties 
of transportation, power utility, petroleum and pipeline operations, and other 
uses SO numerous as to encompass practically all major American industrial 
activities. 

In this budget we have sought funds adequate to make the use of radio more 
effectively available to these vital uses and to open the radio door to many in- 
dustrial groups not eligible under present rules. In order to do this we must 
find a way to accommodate more uses in a relatively limited frequency space 
and a way to process applications with sufficient speed to prevent our licensing 
processes from becoming a stumbling block to the effective protection of life and 
property or the prompt establishment of new and more effective industrial 
operations dependent upon radio as a tool for industrial efficiency. 

The Communications Act provides for “promoting safety of life and property 
through the use of wire and radio communications” * * * “study new uses of 
radio * * * and generally encourage the larger and more effective use of radio 
in the publie interest.” 

The present safety and special radio services may, for convenience, be grouped 
into 4 general categories as follows: 

1. Safety services.—Marine, aviation, police, fire, forestry-conservation, high- 
way maintenance, special emergency, State guard, and point-to-point in Alaska. 

2. Industrial services.—Power, petroleum, forest products, special industrial, 
low-power industrial, relay press, motion-picture, and radiolocation—land. 

8. Land transportation services.—Railroad, motor carrier, taxicab, and auto 
mobile emergency. 

4. Amateur, disaster communications, and citizens services. 

The use of radio as an industrial tool has become an established and essential 
part of our industrial economy, but is now confined primarily to frequency bands 
allocated for this use on the basis of information developed 10 years ago. Since 
then a tremendous expansion in the industrial usage of radio frequencies has 
taken place. We are now at a point where the expanding use of radio frequencies 
requires that our present allocations and rules must be drastically revised to 
achieve a much higher degree of efficiency in the use of frequencies. 

It is necessary to engage in fundamental and detailed review of available 
data, both engineering and economic, in order to provide a basis for revising the 
existing rules and limitations. The necessary preparation will extend over a 
period of months or years. In our judgment this program can be begun at rel- 
atively modest additional cost and can be completed in about 3 years. The cost 
of this program will amount to thousands of dollars, but the benefits to our 
industrial economy and the public in general will be measurable in the millions. 

The demand for radio,in these services continues unabated. It is estimated 
that 159,765 applications will be received in 1956 and 173,000 in 1957. Because 
of limited personnel it has been impossible to keep up with the normal flow of 
applications under the present rules and procedures. The staff has been unable 
to act on applications within less than approximately 2 months of their receipt. 
This has created unsatisfactory situations not only within the Commission but 
also for the applicants and the public. It is our considered judgment that the 
time required for action on any application in this field should be kept to a 
minimum since these applications indicate a need for radio communication 
involving the safety of life and property, police functions of States, counties, 
ete., and effective operation of industry. Prompt action is obviously required in 
the public interest. 
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In this budget we are requesting sufficient funds to begin the program neces- 
sary to accomplish a more effective use of available frequency space and to 
maintain a speed of processing applications in the safety and special services 
to hold the backlog to approximately 12 weeks. 

The following tabulation shows the average employment used in 1955 and our 
estimates for 1956 and 1957 for these activities: 


Safety and special radio services activities, average employment : 
1955 actual 
1956 
1957 

IV. Field engineering and monitoring activities 

These activities are the primary responsibility of the Field Engineering and 
Monitoring Bureau. It is charged with monitoring, inspecting, and investi- 
gating activities to insure compliance with Commission’s regulations, the Com- 
munications Act, and applicable treaties. It renders emergency and special 
engineering service to the public; processes station applications to determine 
compliance with the rules with regard to antenna location, marking, lighting, 
and height; it serves the public, radio stations, and Government agencies in 
the elimination of interference; it administers the operator rules and gives 
eperator examinations and issues commercial radio operator licenses; it brings 
authoritative Commission representation within easy reach of licensees and 
the general public; it administers rules relating to medical and scientific appara- 
tus of radio character: and it is frequently approached by military and security 
organizations for assistance on radio problems which no other agency is equipped 
to handle. 

The principal activities involved are grouped under (1) Departmental, (2) 
Monitoring, and (3) Enforcement. 

1. Departmental.—The departmental function is principally that of control of 
field operations providing guidance and review for field activities. Liaison 
is maintained with the general public through the field establishments and 
with other Government agencies located in the same general area. 

2. Monitoring.—Monitoring consists of observing and measuring the trans- 
mitted radio signal to determine whether Operating procedures and technical 
signal characteristics are in accordance with the terms of the authorization. 
It is also the method by which the Commission locates clandestine or unlicensed 
stations, and the source of interferences. The monitoring process also results 
in the collection of data on frequency usage to aid in international conferences 
and domestic frequency allocations. 

3. Enforcement.—This function includes the inspecting, examining, licensing, 
and investigative activity of the staff of field offices, including ship inspections, 
land and aireraft station inspections, radio operator examinations, investiga- 
tions of unauthorized radio activity, technical studies in connection with equip- 
ment and operation of licensed stations, assistance to the general public with 
licensing problems, and the processing of applications. 

Percentagewise, the increases requested for 1957 are quite small. For the 
departmental service we are requesting an increase in average employment of 
1.9. This increase is required to handle the increased workload in connection 
with the official file of radio operator card records and to clean up the very 
considerable backlog which has accumulated over the past 5 years. 

In enforcement, a concerted effort is being proposed for the inspection of small 
boats. In view of the difficulties caused by the small-boat operators, and their 
widespread disregard for law and order, the Commission feels that it must 
increase its efforts to correct the situation. As a start, we are proposing an 
increase of 10.2 in average employment for ship inspections in 1957. 

In monitoring, we are proposing very slight changes. Where required, a shift in 
emphasis is proposed. We are also asking for a small increase to provide for 
staffing the Commission’s emergency relocation center. 

Tht manpower used on field engineering and monitoring activities in 1955 
totaled 334.3. An increase to 339.3 was authorized for 1956. The requirements 
of the relocation center, plus the increased activity proposed for the small-boat 
field, increases our estimate to 354.2 for 1957. 


V. Common carrier activities 


The Commission’s common carrier activities consist of the regulation of over 
5,000 public-utility companies (common earriers) that furnish interstate and 
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foreign telephone and telegraph services by wire, cable, and radio, as well as the 
licensing for use of radio in any common carrier communication service 

The purpose of these activities, as expressed in section 1 of the Communications 
Act, is “* * * to make available, so far as possible, to all the people of the 
United States a rapid, efficient, nationwide and worldwide wire and radio com- 
munication service with adequate facilities at reasonable charges * * *” 

The Commission’s responsibilities in guarding the public interest in communi 
cation services are immeasurable. The national defense as well as the economic 
and social life of the United States, and to a great extent of the world, are 
importantly dependent upon the rapid and efficient telephone and telegraph 
services of American carriers. The public is paying over $5 billion a year for 
communication services to the companies that are subject to regulation by this 
Commission. 

Common Carrier workloads have been increasing over the past several years, 
in contrast to reductions in staff, with the result that many important regulatory 
matters have been deferred. The degree of successful fulfillment of this regula 
tory responsibility depends upon the ability of the Commission to conduct the 
necessary investigations expeditiously and effectively. The amount of funds 
available for staff and related expenditures necessarily limits the scope, quality, 
and dispatch of this work. 

The modest increase in Common Carrier Bureau staff included in this 1957 
appropriation estimate will permit some strengthening of soft spots in the organi- 
zation, at least to a degree preventing further retrogression in necessary activi- 
ties. It will permit some improvement in the areas where greatest deficiencies 
exist in our regulation. These areas include telephone depreciation prescription, 
radio application processing, telephone and telegraph rates, field examinations, 
telegraph service problems, and the backlog of international hearing cases. 

VI. Erecutive, staff, and service activities 

This section includes the adjudicatory, top policy-making, and decision-making 
functions for the activities presented in sections I-V. It also ineludes the pro- 
fessional staff advisory groups and the central administrative activities of the 
Commission—budget, organization and methods, personnel, and service. 

1. Office of Commissioners.—This budget provides for each Commissioner the 
attorney, engineer, and confidential assistant legislated by the 1952 amend- 
ments to the Communications Act, plus the clerical personnel required to per- 
form the large volume of work carried on in these offices. The professional 
staff is required to provide each Commissioner with high-level advice and assist- 
ance on rulemaking, authorizations, hearing cases, and other matters coming 
before the Commission. The slight increase in average employment will result 
from shorter delays in filling positions as they become vacant. 

2. Office of Reports and Information.—This office prepares releases for public 
announcements of official Commission actions, acts as central information con- 
tact point for industry and the public; releases formal orders, decisions, opinions, 
andrules. No increase in this minimum staff is requested for 1957. 

3. Office of Administration.—The four divisions of this Office report to the 
executive officer, who in turn serves as staff to the Chairman on various admin- 
istrative matters. These activities, which are common to all Federal agencies, 
include budget and finance, organization and methods, personnel, and adminis- 
trative services. 

Every effort has been devoted in recent years to increasing the efficiency and 
decreasing the staff of these units. The average employment for the Office of 
Administration has been reduced from 83.3 in 1954 to 79.9 in 1955, and is estimated 
at 80.1 for 1956. The overall increase in Commission personnel called for in 
this budget makes it necessary to request a small increase in these service units. 

4. Office of Chief Engineer.—Most of the activity and manpower of this unit 
are covered in part I: Applied Technical Research and Frequency Allocation. 
The Chief Engineer’s Office provides solutions to engineering problems on which 
the Commission can base its highest-level policies and most important decisions. 
No change is planned in this small basic staff. 

5. Office of General Counsel.—This Office is responsible for litigation, dre * ing 
and commenting on proposed legislation, promulgation of general and procedural 
rules, and serves as chief legal adviser to the Commission and its various organ- 
izational units. As a result of the Commission’s increasingly heavy hearing 
loads over the past 2 years or so, and because of changes in legislation in 1952, 
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the litigation load has increased rapidly and is expected to increase still further 
in 1957. Staff increases are necessary to handle these loads. 

6. Office of the Secretary.—The Secretary of the Commission is the custodian 
of official Commission records; prepares official records of actions taken by the 
Commission ; signs all orders, permits, licenses, or other instruments of author- 
ization made, issued, or granted by the Commission; and is responsible for the 
following divisions: Library, Dockets, Minutes, International Telecommunica- 
tions Settlements, Mail and Files, Messenger, and Technical Assistance (point 4). 
The increase in workloads and staff estimated for 1957 will increase the work 
of most units of the Office of the Secretary. Consequently, it is necessary to 
budget a small increase in staff for these units. 


VII. Other obligations 


The items in this section cover all requirements of the Commission for other 
than personal services. In general, these estimates are based on requirements 
for previous years. Although we have tried to hold estimates at or below 
the 1956 level, we find it necessary to request increases for some of the object 
classifications. Over the past few years we have been able to reduce these costs, 
but we now have reached a point beyond which we do not believe further reduc- 
tions can be made without impairing the operations of the Commission. It is 
essential, therefore, that some increases be permitted to meet new or increased 
costs. 

The following schedules set forth the actual distribution on nonpersonal serv- 
ices obligations for 1955 and estimates for 1956 and 1957, by object class and by 
major activities. 





| | 
1955 actual | 1956 estimate | 1957 estimate 


| 
| 


BY OBJECT CLASS 


Travel..-- : Sa! 
Transportation of things --- 

Communications services - - - 

Rents and utilities__--__- 

Printing and reproduction -- -- 

Other contractual services 

Supplies and materials-_-..........--------- 

Equipment beeen cats 
nO so ig editable Mnadiaee he sweiiiee 
a cia ohn ped beihinoeine oar 


$63, 
13, 

1 182, 
51, 


29, 


old 


790 
678 


110; 044 | 


123, 
118, 
3, 


884 
552 
795 
270 


279 | 


ren | 


918 | 


$87, 000 
14, 000 
1183, 000 
52, 000 
29, 000 
112, 900 
94, 000 
86, 000 
11, 500 
600 





697, 787 


670, 000 





. Common carrier-_-- Soe ipacanieele amine wets mae cage 
. Executive, staff, and service 
Network study 


44, 274 
56, 198 
66, 128 
371, 469 
27, 975 
93, 956 
10, 000 


— 
NEvSs]es 











1 Does not include $9,400 paid from working funds. 
2 Does not include $4,900 paid from working funds, 


02 


697, 787 





Travel.—An increase to $118,000 is requested for travel. 
results from both new legislation and a shift in program emphasis. 


670, 000 


S| 5385855 


~~ 
> 
bd 


The increase 


Public 


Law 731, 88d Congress, permit the payment of home leave for employees sta- 


tioned outside continental United States. 


We have been unable to adopt a 


policy of paying the travel expenses provided in this legislation because of budget 


limitations. 
1957. 


We would like to institute this practice on a limited basis during 
Our estimate of the cost during the first year is $9,000. 


Greater emphasis is to be put on the small-boat problem by the Field Engineer- 


ing and Monitoring Bureau. 


will be in travel status approximately 25 days each. 


cost an additional $3,600. 


More hearings on radio operator matters are expected. 


in the field. Bstimated cost $3,700. 


The 12 employees to be assigned to this work 
At $12 per diem this will 


These must be held 


The Common Carrier Bureau plans to increase the number of field examina- 


tions of telephone companies and investigations of telegraph service. 


mately $3,000 additional is requested to cover this program. 


Approxi- 
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The new legislation increasing per diem and mileage allowance will increase 
travel costs in 1957 $17,000 over requirements for 1955. 

Network investigation is expected to require $16,000 in 1957. 

The Commission will continue its very restrictive policy on approval of all 
travel. 

03 Transportation of things.—No increase requested. It is believed that we 
will be able to get along on $14,000 again in 1957. 

04 Communications. services.—A requirement of $193,900 is estimated. The 
increase of $10,900 in this item stems from costs which have heretofore been 
charged to working funds as part of the cost of services rendered, and the 
increased cost in connection with the network study. 

05 Rents and utilities.—These costs are fairly well fixed. The very slight 
increase of $1,000 is to cover increased utility requirements and rates. 

06 Printing and reproduction.—Our very tight policy on printing is to be 
continued. Increase of $1,000 is to cover the higher costs of printed material. 

07? Other contractual services.—Increase from $112,900 to $123,900. The in- 
crease will permit some additional security clearances of employees having 
preattack assignments at relocation site. Will also cover some miscellaneous 
services which will have to be deferred until 1957 because 1956 is a very tight year. 

08 Supplies and materials.—1956 allotment held very low. Only $94,000 spent 
as compared with $123,884 in 1955. Stocks will be very low by June 30. Increase 
of $20,000 is necessary. This covers technical supplies, duplicating supplies, and 
general office supplies for our day-to-day operations. 

09 Equipment.—The amount requested is $95,700 as compared with $118,552 
in 1955 and $86,000 in 1956. As was necessary in the case of supplies, our allot- 
ment for equipment has been held exceedingly low in 1956. Items will have to be 
deferred until 1957. It is essential that our program for the replacement of 
obsolete and wornout equipment be continued. 

10 Land and structures.—$4,200 is requested to purchase 34 acres at Spokane 
which is now rented. Purchase of this land is necessary to protect our invest- 
ment. Option must be taken up by June 30, 1957. 

18 Awards and indemnities.—Estimate of $500 is $100 less than our estimate 
for 1956. 
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FEDERAL COMMUNICATIONS COMMISSION 


TaBLe A.—Summary of requirements for personal services and other objects, by 
activity 


1955 actual | 1956estimate | 1957 estimate 


| | 
Activity | Aver | | Aver- Aver- 
age age age 
em- Amount em- Amount em- Amount 
ploy- | ploy- ploy- | 
ment | } ment ment 


I, APPLIED TECHNICAL RESEARCH AND 
FREQUENCY ALLOCATION 


. Personal services: | 
1. Technical research_- oe os $134, 147 | L $137, 751 22.0 | $169, 483 
2. Frequency allocation and treaty -_-_---- Ly 178, 610 | ; 178,645 | 31.3 |) 200,132 
3. Laboratory..- a rn aoe 2. | 84, 166 3.7 | 94,676 14,7 101, 500 


| 


ORE Saees : SaaS metaranels 0. 396,923 | 59.5 411,072 |} 68.0 471,115 


. Other objects.._..- do Ntineed-tehs Beles 59, 228 | | 44,274 |_- | 47, 000 
Total, obligations---- ick 456, 151 -----| 455, 346 |- eo--| 618,115 


If, BROADCAST | 


Personal services: | 
1. Television: 
Broadcast Bureau 2. 365, 986 | | 334,131 | 53.2 329, 674 


Hearing examiners.......- wibiind 24. 6 191,277 | 10.0); 81,960 6.2 51, 260 
Opinions and review- 4 81,962 | 17.4 112, 127 15.1 95, 672 
Dockets---_. ‘ 0} 23, 066 | 5.8 | 23, 994 | 4.9 20, 260 


Total, TV-. sl ia . 662,291 | 87.1 552, 212 79.4 496, 866 


Broadcast Bureau --- aren 3 479,323 | 93.2) 577,755 | 101.§ 
Hearing examiners-__. 2. § 22, 548 9.7 79, 448 16. 
Opinions and Review---- ; 3.8 27, 084 7.5 48,331; 11. 
Dockets ---- 2.8 10, 763 | 3.6 14, 893 | 5. 





Total, AM-_...- ; 90, 539,718 | 114.0) 720,427| 134% 856, 075 


FM: Broadcast Bureau... 59, 030 9.7\ 60,131} 9.7] 60,110 


Total, FM-.-.--- i f 59, 030 9.7 60, 131 60, 110 


. Auxiliary, experimental, develop- 
mental, etc.: Broadcast Bureau. --_-- 3. E 38, 369 4 51, 453 59, 490 
Total, auxiliary, etc_--- J 3. 38, 369 8.3 51, 453 9.6 59, 490 


5. Network study -- : i 75, 695 15.0 


119, 000 
Total, personal services cael aoe : , 459, 918 248,0 | 1, 591, 541 
B. Other objects 
Broadeast Bureau 7 a 56, 198 
Network study : ‘ : 10, 000 


22, 000 


Total, obligations Sial ‘ . § 526, 116 weuwat Barty en 


lll, SAFETY AND SPECIAL RADIO SERVICES 


4. Personal services: | 
. Office of the Chief ; .7 | 88,787) 12.0 89, 747 
2. Aviation 9. 57, i 9.8 73, 181 11.1 | 79, 711 
Marine ; 85, 718 12.5 95, 738 
Public Safety and Amateur... K 59, | 8.3 66, 315 10.3 | 75, 240 
. Industry and Commerce ) | a 70, 369 13.9 102, 510 
». Authorization Analysis 7. w8. F 357,655 | 69.2 361, 939 
Total, Bureau 84, ‘ 742, 025 29.0 | 804, 885 
. Hearing examiners 5 0. 819 k 840 
Opinions and Review- 3, 0.! 3, 223 ia 3, 220 
Dockets : 4, 1.1 4,551 | 11) 4, 640 
Total, personal services 120. 4 750, 618 130.7 | 813, 685 
B, Other objects 66, 128 69, 600 
'T 


Total, obligations 5 816, 746 883, 185 
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TaBLE A.—Summary of requirements for personal services and other objects, by 
activity—Continued 


1955 actual 1956 estimate 1957 estimats 


Aver- Aver- Aver- 
age ge age 
em- Amount em- Amount em- 
ploy- | ploy- ploy- 
ment ment ment 


Activity 


IV. FIELD ENCINEERING AND MONITORING 


4. Personal services: 
1, Departmental j 54.0 | $316, 160 53 $324, OSS 
2. Monitoring (field) 136. 0 741, 74 5 R30, RRS 
3. Enforcement (field) ..| 144.0 S28, 605 5 858, 500 


Total, Bureau 334.0 |1, 886, 51: 335 2, 013, 470 

4. Hearing examiners f , 556 : , 643 

5. Opinions and Review 3 645 

Total, personal services 334.3 |1, 7 339. 3 | 2, 015, 758 

B, Other objects 367. 371, 460 
Total, obligations , 255, 387, 227 


COMMON CARRIER 


A. Personal services: 
1. Domestic telephone communications: 
(a) Rate regulation 
(b) Service regulation -.- 


ON witercnis 
2. Domestic telegraph communications: 
(a) Rate regulation SS aaa c 
(b) Service regulation... --_- ; : 92, 432 
Total. ee 988 
3. International communications: 
(a) Rate regulation f 97, 121 2.2 , 073 
(b) Service regulation--. a 8. 55, 593 72, 191 
Total... —<e —- ; 22. § 2,714 22. ¢ , 204 
. Statisties-.- caw 3. é 22, 105 
Total, Bureau ‘ 102 
. Hearing examiners------------ , R86 | 


3. Opinions and Review ia , , 841 | 
. Dockets... : Chere ane 5 4, 997 


Total, personal services =~ , 826 | 


B. Other objects_- 721 


Total, obligations___.._..-- 4 784, 547 
VI. EXECUTIVE STAFF, AND SERVICE 


A. Personal services: 
1. Offices of Commissioners. .-- wal R. E 380, 565 44. 395, 36 ) 242 
2. Office of Reports and Information __-_-| , 26, 281 4 27, , 600 
3. Office of Administration | 9.3 | 372,277 385, 855 : 650 
4. Office of Chief Engineer - ------- : .§ 38, 705 .5} 47, 5 §, 995 
5. Office of General Counsel. . : 9. § 135,986 |: 154, 25. 1 71, 860 
6. Office of Chief Accountant | 4.0! 33,309 
7. Office of Secretary. .--.---.- ae-----] 44.51] 190,321 | , 203, e 209, 455 

Total, personal services.............| 202.6 |1,177,444 | 201.7 /|1, 213, 
B; Other Se .c. cits s acess --.--| 114, 506 ‘ 


Total, obligations ieabes, ae Sessa 1, 291, 950 _|1, 307, 75 


Total, personal services __--- -- ..--.|1, 088.9 |6, 213, 902 |1, 061.7 |6, 653, 
Total, other objects___-__- ; _.| 697, 787 670, 


Total, direct obligations____- ..-----|1, 088.9 |6, 911, 689 (1,061.7 |7, 323, 
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Mr. McConnavcuey. I would like to give you a brief overall pic- 
ture of the budget, first in dollar figures and then in terms of pro- 
grams, problems, and workloads involved. 

In the fiscal year 1955 the Congress appropriated to the Federal 
Communications Commission a total of $6,911,769, which gave us an 
average staff of 1,039 people. In fiscal year 1956 the President's 
budget requested $6,700,000, which was estimated to furnish us with 
an average employment of 1,031 people. After consideration of our 
problems, you folks raised this amount $170,000 for 2 purposes, $80,000 
for a study of the networks, and $90,000 to work on backlogs. 


BACKLOG 


Mr. Tuomas. Which backlogs? That word “backlog” has been 
confusing around this place for the last 2 or 3 years. 

Mr. McConnaveuey. Broadcast; safety and special services; and 
one other. What was the other one? 

Mr. Cox. Radio, television, and safety and special services. 

Mr. Tuomas. That is 1955. 

Mr. McConnaveuey. That is 1956. 

Mr. THomas. How many “logs” do you have that will have a 
“back” to it ? 

Mr. McConnaveney. That is a pretty good question. 

Mr. Tuomas. I thought we had just about gotten caught up in the 
big bureaus. Now we have these brain trusters, Office of Opinions 
and Review. 

First tell us about your big bureaus and then jump to the Office 
of Opinions and Review. If you do not have enough money, let 
us be frank about it and let us get current and see if we can stay 
that way. You cannot keep current on thin air. It will take money. 
We know that. Two or three years ago we thought ordinary radio 
was going by the board, but it looks as if it is picking up. 

Mr. McConnaveney. Yes: we cert: ainly missed the boat, all of us, 
on radio, because we are getting more of a backlog. 

Mr. Tuomas. Tell us about your backlog. 

Mr. McConnavouey. For 1957 the President submitted to the Con- 
gress a request for $7,850,000. This will permit us to have 70 more 
employees than this year, which means about 1,132. It is about $527,- 
000 more than we had in this fiscal year of 1956, considering the $453. 
000 supplemental for salary increases. In other words, it is a net of 
about $527,000 additional. 

With reference to our major programs I will speak first of the 
broadcast activities. 

BROADCAST 


We are requesting an increase of 19 employees in these activities. 
The increase is needed to cope with application and hearing problems 
and to reduce the backlog. Our peak in television over the past 2 
years has been in the processing of a flood of television applications. 
This flood is now abating and we are reasonably current. There is, 
however, a hard-core backlog in television hearing cases which we are 
trying to dispose of and on ‘which we are, I hope, coming toward the 
end of the road. The records have been terrifle and they have been 
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very hard and bitterly fought,and they are really hard-core cases. 
The Broadcast Bureau and Mr. FitzGerald come into this picture. 
A lot of these records run to 9,000, 10,000, and 12,000 pages with hun- 
dreds of exhibits. 

Mr. Tuomas. The parties are fighting over peaey rights and 
they are all courthouse cases so to speak, and it takes time. 
Mr. McConnavueuey. That is right. 


UHF TELEVISION 


As you also know, we have been disturbed about the problems of 
UHF television. In November we put out a rulemaking notice to get 
comments. In response to that rulemaking notice over 200 state- 
ments were filed, and the Commission is going to be very busy working 
on that rulemaking for sometime to come. 


AM RADIO 


You referred to the AM radio, and we do have a surprising situation 
there. The applications in this field are approaching flood propor- 
tions and the backlogs have begun to build up again, bringing to mind 
the backlogs of several years ago. At this time last year Congress 
recognized this problem and raised our budget to help alleviate the 
backlog situation, which was even then becoming serious, but even 
with increased efficiency and the extra manpower provided by the 
additional funds, this year we will not be able to keep up with the back- 
log already piling up. With the increased manpower requested for 
1957, we do hope to approach our objective of processing applications 
substantially in accordance with the intent of the act. 





SAFETY AND SPECIAL RADIO SERVICES 
We come now to Safety and Special Radio Services. We are also 
requesting an increase in this Bureau in 1957, and I imagine you 
gentlemen have been hearing something about this because this Bu- 
reau has had a tremendous expansion. One hundred and sixty thou- 
sand applications have been filed this year and we anticipate 173,000 
next year. It has been gradually growing and growing and that 
is due, I think, primarily to the fact that radio has been found to be 
a vital tool in our industrial processes. In other words, they are sort 
of “bursting at the seams” and we find ourselves in the unfortunate 
position of having to refuse or put off the use of radio to applicants 
who could definitely use it or use more of it. Unless we engage in a 
yrogram of making a fundamental, detailed review of available data, 
both engineering and economic, in order to provide a basis for revising 
the existing rules and limitations so as to achieve a higher degree 
of efficiency in the use of frequencies, the Government is liable to be- 
come a stumbling block in this field. We have requested in this 
budget what we consider a modest request for the additional personnel 
needed for this purpose, and we are requesting a modest increase for 
the handling of these applications. 

In this area we have what we call a lag which now approximates 
2 months from the date of receipt of the applications. As you will 
recall, Mr. Chairman, last year you gave us an additional $90,000, 
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$30,000 of which we used to work on this backlog of applications, 
to keep it from becoming worse. As I recall, at that time it showed 
about a 12-week lag, and our records show that with the money you 
gave us the lag will be cut down to about 8 weeks; that is our estimate. 

Mr. Tuomas. That is still too long a period; is it not? What is the 
answer to it? 

Mr. McConnaveuey. It is still a pretty long period. 

Mr. Tuomas. Human nature will not change within the next 4 or 5 
months. When an agency or corporation files an application for this 
peculiar service, it is always important to him. He waits, usually, 
until the day after he needs it to make his application, and to wait 
8 or 9 weeks is too long. 

Mr. McConnaveuey. Of course, our ideal would be if we could get 
it down to 30 days. We would feel we were doing a real good job 
then. 

Mr. Tuomas. You mean the volume is so heavy that the ideal time 
would be 30 days ¢ 

Mr. McConnavucuey. We would be doing very well if we got it 
down to 30 days. 

Mr. Tuomas. In the field of housing, where the architects and 
engineers have to inspect raw land and then draw plans and so on, if 
they can get it down to 2 or 3 weeks, that is what they shoot at. What 
is more difficult in your problem than in theirs that we have to wait 
8 or 10 weeks, or even when we get down to 30 days? 

Mr. McConnaveoney. I think Mr. Plummer might be able to an- 
swer that for you. 

Mr. PLtumMer. It is a matter of degree. We have seasonal re- 
quests for these uses and the requests tend to peak up during March, 
April, May and June. Therefore, we are better than 8 weeks, gen- 
erally, during this part of the year and somewhat worse during the 
spring months when the flood of applications come in. 

Mr. Tuomas. Is all the work done here? What part is done in 
the field ¢ 

Mr. PLtumMer. Approximately 85 percent of the applications that 
come in are no-problem applications that go through routine, and 
the 8 weeks we are talking about is simply spent waiting in the 
backlog until we pick them up. 

The other 15 percent of the applications have problems. There 
are a number of these problems. For instance, a good percentage of 
that 15 percent are defective applications and we have to go back to 
the applicant and have him fix them up. Some of them have to go 
out to the Airspace Subcommittees in the field, not our field organ- 
ization, but out of Washington for a study locally of the air-hazard 
condition. 

A fairly good percentage of the applications in the 15 percent have 
certain conflicts with Canada on the border, for example. 

I am just trying to illustrate that there is a small percentage where 
the control of time is somewhat beyond us. On the other hand, 85 
percent of the applications are no-problem applications and it is 
simply a matter of the time they are in the backlog. 

I would like to give you this report sheet. We put this out pub- 
licly every month. That is our backlog time for the various services 
we have, and I think you can see that right now, except for our in- 
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dustrial applications, we are well below a 60-day backlog. In indus- 
trial applications we are running about 60 days. 
Mr. Troms. Go ahead, Mr. Chairman. Tam sorry we interrupted 
vou. 
FIELD ENGINEERING AND MONITORING 


Mr. McConnaveury. The next major category is what is called field 
engineering and monitor ing. This consists of the i inspection of facil- 
ities, the monitoring of the radio spectrum, and giving radio-operator 
examinations. 

As you know, it is vital that order be maintained among users of the 
radio spectrum. Without an adequate enforcement program the spec- 
trum would become pure chaos and it would lose its value to the public 
and to the Nation as a whole. 

IT want to emphasize that interference problems are not merely a 
matter of inconvenience and discomfort. Interference to necessary 
communications may do tremendous harm economically as well as 
endanger life and property and even the Nation’s security. I am sure 
you will agree that our most important function is to maintain order 
in the radio spectrum. 

We have a field staff, which constitutes about one-third of our total 
organization, whose duty it is to achieve and maintain order in our 

radio spectrum. We are having many difficulties in this area. I will 
mention only one. The situation in the small-boat field has become so 
serious and dangerous that we are proposing an increase of 10 em- 
ployees to attempt to reduce the tremendous amount of violations in 
this field. 

Mr. Tuomas. What can you do with 10 people in this field? 

Mr. McConnaucuey. Commissioner Webster is an expert in this 
field. I would like to have him tell you about that. 

Mr. Tuomas. How many ports do we have in this country? You 
can use 10 in New York alone and not cover the waterfront. 

Mr. McConnavcuey. That is right. I think Commissioner Web- 
ster can give you a pretty clear picture of this. 

Mr. Tuomas. What can we do about it unless we put. a young army 
in the field? It is something like the Interstate Commerce Commis- 
sion. They want safety on the highways. Of course, if you go to 
policing the highways, you will need a young army. If you go to 
policing your waterfront and the area 3 to 5 miles out, what will it 
take in terms of manpower! Do not the individual States have any 
obligation in this matter? Is it all on the shoulders of the Federal 
Gover nment ¢ 

Mr. OsrertaG. Does this apply to inland waters also? 

Mr. Dorrrer. Yes. 

Mr. Wersrer. May I briefly explain what the situation is? 

Mr. THomas. Commissioner, you need not be so courteous about it. 
Go ahead and tell us. We are interested and want to know. 

Mr. Wessrer. There is now along our coastline, and inter nationally 
also, a radio-telephone setup that provides radio- telephone service to 
boats inland as well as offshore. That radio-telephone service includes 
a safety feature just like the large ships have in their radio-telegraph. 
There is a distress frequency, and frequencies for use in emergencies, 
and so on. Without going into a great deal of detail, there is a very 
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large number of boats equipped to operate in this service. ‘There 
must be 45,000 to 50,000 boats on our coastline, and the majority are 
small boats operated by individuals who are not communications 
people. Most of these people have no concept of communication. 
They simply have an instrument which they can pick up and make 
a call. 

Mr. Osrertac. Do you mean the two-way radio-telephone / 

Mr. Wensrer. Yes. That type of user, with all due respect to them, 
is not as readily subject to control and "regul: ation as you have on a 
large ship where you have a qualified technical operator who knows 
the rules, knows what to do, and is cognizant of what is going on. So 
we have a different problem in these 45,000 or 50,000 boats—inci 
dentally, I do not mean they are all out there at the same time, and | 
hope they are not—interfering with each other. Quite a number of 
them are misusing their radios so that the distress frequency is not 
available at times when needed. 

I have traveled around a number of these ports and have talked to 
some of the boatowners and to some of their organizations, for in- 
stance, the fishing fleet. They have their own organization. I have 
talked to them and I appreciate what the chairman ‘said a moment ago, 
that you cannot have an army of policemen to control them. 

[ wish you would listen in sometimes to the conversations that go on 
over their radios and the interference. It is impossible to catch them. 
They are out on the water. Even if vou heard them you would not 
know who they were. You would just hear the conversation. They do 
not identify themselves, that is, the habitual violators do not. 

What I have been trying to do is suggest that in the area where they 
are operating, like in the cult, why not help them organize themselves 
into groups and see what they can do to educate each other to eliminate 
these violations. My thought is—and I think I have had something 
to do with engendering this idea—while we cannot have a corps of 
policemen to go around, we can organize a small group with the sole 
function of going around to see what can be done to educate, to 
impress these people as to how they should operate to get rid of the 
violations and interference. 

We have a plan in mind for the use of these 10 people. 

Mr. Tuomas. Mr. Commissioner how important is this work? Most 
of these small boats will have 1 or 2 aboard outside of the skipper and 
out of the 45,000 or 50,000 I suppose 8 5 percent of them will fall in 
that category. What you are doing is primarily for that man’s pro- 
tection, and if he is not inter ested in protecting himself, the question 
arises why should the fellow in the interior pay the bill and try to 
force something on him that he does not want? It is protecting his own 
hide. 

Mr. McConnavoney. The problem, Mr. Chairman, is that the inter 
ference endangers life and property. 

Mr. THomas. Whose hfe and property, the man aboard that ship / 

Mr. McConnavucney. No. 

Mr. Tuomas. Whose ¢ 

Mr. Dorrrer. The innocent man on another boat. He does not 
violate the rules but these other fellows appropriate the air for 
nonessential purposes. 
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Mr. Tuomas. The man who violates the rules stands to lose as much 
as the innocent one, 

Mr. Dorrrer. You may have a carrier on the Great Lakes being 
interfered with by a shrimp boat on the gulf. They cannot get out a 
distress signal because some fellow has appropriated the air for jokes 
and songs and what not. It raises a terrific problem of public safety. 

Mr. THomas. You mean the fellow who violates the rules is not 
in danger because of his own violations? 

Mr. Wenster. It is the small minority with which we are concerned 
with. If they clutter up the air I think something should be done 
about it. 

=. Tuomas. Is not the man who violates the rules endangered 
too! 

Mr. Wesster. To a certain extent. 

Mr. Tuomas. If he gets in trouble how will he get his distress 
signal out ? 

Mr. Wesster. That is where the education comes in. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Dorrrer. It is like a party line with 8 or 9 families on a 
party line and 1 housewife appropriates the line and another house is 
on fire and cannot get a call through for help. 

Mr. Wesster. We have gone to great lengths, nationally and inter- 
nationally, to control and protect the distress service. Here we have a 
situation involving hundreds of boats compared with the small number 
of large vessels throughout the world, and it seems to me we have to do 
something. 

Mr. Tuomas. What focuses our attention to the matter right now? 
Is it the 2 or 8 situations last year, like the one in Maryland ? 

Mr. Wesster. And one in Long Island. 

Mr. Tuomas. Yes, one in Long Island. How could that situation 
have been avoided ? 

Mr. Wesster. We do not know what good the radio could have 
done in that case. I read the record of that investigation and it 
was not clear what happened in regard to the radio. 

Mr. Tromas. If they had the best radio service available, could 
it have been averted ? 

Mr. Wesster. It may have. 

Mr. Tuomas. When a boat turns over by reason of high tide and 
wind the radio would not help much. 

Mr. Wesster. But he could have used his radio to find out what 
the weather was on the eastern shore. 

Mr. Tuomas. If he had used his radio. He had a telephone and 
did not use that. 

Mr. Wesster. I do not think it is an argument not to put it on a ship 
because a man does not use it in a particular case. I testified the other 
day before a House committee in regard to some bills which have been 
introduced by certain Congressmen which would require by statute 
the installation of radio-telephone aboard all boats carrying passengers 
for hire that either went to sea or on inland waters or tidewaters. 
I do not know if those bills will go through or not. 

Mr. Tuomas. What is wrong with them ? 
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Mr. Wesster. There is nothing wrong with them. I testified for 
them. 

Mr. Tuomas. That is just commonsense. 

Mr. Wesster. I think it makes a big difference when a statute re- 
quires a boat to put a radio on it. I think the Government then 
has some degree of responsibility to see that the system that they will 
have to use in communication is free of interference and is available 
to those boats in case of disaster. 

Mr. Tuomas. Do you think these 10 additional people are going 
to help you solve your problem ? 

Mr. Wesster. I think so. 

Mr. Tomas. It isa mere drop in the bucket. 

Mr. Wesster. I think it is a good first step to take. I do not think 
it is the job of a single Commissioner to go around the country and 

talk of these groups. I cannot do it year after year, but somebody 
has to go around among them periodically and encourage them to 
have meetings and to try “to get these violators into their meetings and 
do more hand holding than “they are doing at this time. 

Mr. Tuomas. That is very good, Mr. Commissioner. Go ahead, 
Mr. Chairman. 


COMMON CARRIER REGULATORY PROGRAM 


Mr. McConnavuGuey, The next category is the common carrier regu- 
latory program. ‘This has to do with interstate telephone and tele- 
graph service by cable, wire, and radio. This area of our responsi- 
bility is obv iously not so colorful as some of our other work. We have 
had severe reductions in staff over the last several years. The staff 


has been decreased by one-third in the last 8 years, and while there has 
been a decrease in staff the industry has grown by leaps and bounds, 
not only in size but in complexity. The very modest increase we are 
requesting for 1957, which will finance 11 additional employees will 
permit some strengthening in this area of our operations. 


EXECUTIVE, STAFF, AND SERVICE ACTIVITIES 


The executive, staff, and service activities, which is the final cate- 
gory, include the offices of the Commissioners, the advisory staff, and 
the central administrative activities. 

The principal items of increase we request here are for the Office 
of the General Counsel, to take care of the increasing workload in that 
Office, and for the Office of the Secretary, to handle the increase in in- 
ternational telecommunications settlements, together with small] in- 
creases for the mail and files division. 


‘OTHER OBJECTS” 


I have not talked about “Other objects” because 90 percent of our 
budget is personnel. I might make this statement, that in fiscal yea 
1956 we have let “Other objects” go by the board in order to take 
care of the increase in per diem and mileage costs. 

Mr. Tuomas. The “Other objects” ratio is remarkably good. Other 
agencies would do well to follow you. 
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NETWORK STUDY 


Mr. McConnaveney. That about tells the story except with regard 
to the network study. You did appropriate $80,000 for us to start 
the network study and I testified last year that that would permit us 
to get an organization together and to make some tentative reports 
and get st arted on this work. 

We have such an organization, composed of 12 professional people 
headed by Dean Roscc ‘oe Barrow, of the University of Cincinnati. 
He has gotten together tremendously capable personnel. He is here. 

Mr. Tuomas. It is nice to have you here. What does the picture 
look like so far? 

Mr. Barrow. I think it is well underway. As it gets underway we 
see that we do have a big and complex problem. 

Mr. Tuomas. It is not simple; is it? 

Mr. Barrow. It is not simple. If you see something that looks 
simple you know you have not seen it in proper perspec tive. 

Mr. Tuomas. It is a delusion. How long do you think it will take 
you to come to some conclusions, another year or 18 months? 

Mr. McConnaveney. | testified before the Senate committee that 
1 thought by June 30, 1957, we could come to some definite conclusions. 

Mr. Barrow. I would say it would take substantially all of 1957 
to complete the study. 

Mr. McConnaveney. We have $119,000 in the present budget, with 
$22,000 for travel and communications, or a total of $141,000. 

Mr. Tuomas. That is a good general statement. 

Looking at your operation with 2 eyes but in 1 unit, just what are 
your main headaches? Where are your backlogs, and what do you 
plan to do to get rid of them? 


AMENDMENT OF SECTION 309 (C) 


Mr. McConnavuGuey. What Iam going to say should be augmented 
by these people here who are more ‘skilled than I am. 309 “(c) was 
a terrific headache until the House of Representatives took hold of 
it last year and modified it, and the Senate got around this year to 
acting on it. 

Mr. Tuomas. What is 309 (c) ? 

Mr. McConnavcuey. Where almost anybody could protest. If 
you had a television application anybody could protest it and it would 
have to be put down for hearing and it would drag it out years and 
years and years. No matter who they were, they could claim to be a 
party in interest. Fortunately, the Congress has changed that now. 

Mr. Botanp. Did the Senate pass the bill this year ¢ 

Mr. McConnauGuey. Yes, sir. 

Mr. Dorrrer. It did not get rid of all of it. 

Mr. McConnavucuey. Not very long ago, just a few weeks ago. 

Mr. Osrertac. Does that give you the right to restore operations 
after they have been closed ¢ 

Mr. McConnavcuey. What do you mean? 

Mr. Hype. I think the question goes to whether the Commission, 
under this new legislation, could reinstate an operation that was 
suspended under the previous act. I think it is quite clear that cases 
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which were in process of hearing under the previous act will have to be 
processed under the previous act, but I would not want to give off the 
cuff a final opinion on a question that is very difficult in view of the old 
law and the new law. 

BACKLOGS 


Mr. McConnavGuey. As far as our backlog in television is con 
cerned, as I stated, we are fairly current. Within 12 months I believe 
the Office of Opinions and Review will have these hard-core cases all 
out of the way. 

You spoke of Mr. Fitzgerald and his folks along with a lot of other 
departments here. I have never seen people work any harder in my 
life than the staff of this Commission. I am not talking about 5 days 
a week but I am talking about 7 days a week. I have never seen 
anything like it. 

Now you have your Safety and Special Radio Services. You will 
have, in my opinion, an increase here. 

Mr. Tuomas. I have long been of the opinion that one of the main 
troubles with the Commission in the matter of backlogs in each division 
goes back to one fundamental fact, and that is that the Commission is 
attempting to carry too many administrative details through lack of 
staff people to take that workload off them. How wrong am I now / 

Mr. Hype. You are correct. When we have been allowed funds to 
work with we have reduced the backlog. Then when we have had our 
funds reduced, our backlogs went back up. 

Mr. Tuomas. That is the Commission’s fault. We have hit you 
with that for the last 7 years and you don’t respond. I think the chair 
man is right. This Commission is virtually killing itself and its 
membership. 

Mr. Hype. I don’t believe I made my point clear, sir. When we 
were allowed funds to tackle backlogs that had accumulated in 1953 
we reduced them immediately. Having reduced them our budget 
was then nes off again. 

Mr. Tuomas. I disagree with you because the record doesn’t bear 
you out. In 1954 we earmarked money for this particular backlog. 

Mr. Hype. Congressman Thomas, if you will check the hearing 
when we appeared i in January of 1954 you will find we were relatively 
current in Safety and Special Radio Services. 

For the fiscal y ar 1954 our budget as approved by the Budget 

Jureau provided $596,000 for Safety and Special Radio Services. 
Congress ccoetaieiatal an additional $214,000 to reduce backlogs in 
this area. In January 1954, as I testified before this committee, the 
Sumuuaien was practically current in this field. At the end of the 
fiscal year the processing lag was about 2.2 weeks and the number of 
applications on file about 6,470 which would be about 2 weeks’ work. 
May I insert at this point a table which shows what we did in 1954 
with the additional funds granted us by the Congress: 

Applications pending at beginning of fiscal year____._-_____________- 19, 969 
Applications received during the year__..-.....-.___________- isan Lao. 7 
Applications disposed of during the year________- _. 154, 241 
Applications pending at end of the year - 6, 471 

I might add also that we returned to the Treasury $64,000 of the 

amount allowed. 


—56—pt. 2 34 
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Mr. Tuomas. All right, proceed. You can say whatever you want 
to here. 

Mr. McConnaveuey. Mr. Chairman, you put your finger on it. 
I will admit that in the short period of time I have been there I have 
missed the boat in projecting certain things. We thought radio was 
going downward but it didn’t happen. 

Mr. Tuomas. You cannot foresee all these things. 

Mr. McConnavcuey. This safety and special radio services has 
gone right on up. That is how the backlog builds up. When you 
get good personnel it helps a lot. All of these departments have been 
hitting it awfully hard. These hard-core cases in television have been 
reduced. The hearing examiners have been knocking them out as 
fast as possible. 

It is a young industry, sir, and it is growing rapidly. I cannot 
predict and you cannot predict the future of this business. It is too 
much of a baby. It is too new for all of us. 

Mr. Tuomas. Where copyrights become increasingly valuable you 
will have an increasingly heavy workload in the form of hearings. 
They will not turn loose any vestige of right until it has been 
adjudicated. 

Mr. Dorrrer. In the last 10 years the television industry alone has 
contributed almost $17 billion to the gross national income. 

Mr. Tuomas. Judge, I don’t know where you get those figures but 
they sound all right. 

Mr. Ostrertac. Do you mean in the general sale and distribution 
of television sets or do you refer to the television stations and their 
operations ? 

Mr. Dorrrer. That figure does not include the stations, talent, and 
other transmission costs. It includes only sets, parts, and servicing. 
There are $13 billion worth of television sets out alone. 

When you consider that you have millions of pieces of electronic 
equipment out, each one capable of creating some problem for us all 
the way from interference, as to who gets what TV where, plus how 
often applicants may appeal to us for consideration and reconsider- 
ation, and then appeal to the courts, you will see that it takes a lot 
of manpower on our side of the scale. Every moment that this one 
side is being increased in weight and ours remains on the same basis, 
we are bound to get out of balance. 

Mr. Tuomas. Your workload will not decrease any. That is ob- 
vious; isn’t it? 

PERSONAL SERVICES 


I want to refer to the last paragraph at the bottom of page 2 of 
the justification and I will read it. 


It is a paradox that while problems and workloads have been increasing 
rapidly, the staff available to the Commission over the years to discharge its 
responsibilities has been steadily reduced. In 1948 the Commission had an 
average employment of 1,349. In 1950 the average staff was 1,325. By 1953 
it had been cut to 1,048. In 1954, even with increased appropriations to get 
TV and safety and special backlogs under control, only 1,075 persons were 
available. In 1955 the Commission staff was down to its lowest postwar point, 
1,089. In 1956 it will be able to make a small increase, to 1,062, from funds 
granted to handle backlogged broadcast and safety and special applications. 
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I think I get a bigger figure than 1,062. It is around 1,133 for this 
year;isitnot? You speak in one place of man-years and in the other 
of employment. If you put it in terms of actual jobs your figure 
should be 1,038 or 1,040 for 1955, 1,061 or 1,062 for 1956, and you 
request about 1,133 for next year, which is some 70 positions over 
1956. Is that correct? 

Mr. McConnaveoue_y. I figure 70, but it is around that, yes. 

Mr. Tuomas. It might be well to pay special attention to this table 
at the bottom of page 3, which sets out concretely what your workload 
is. 

I also notice that your “Other objects” total $747,300 against 
$670,000 in last year, an increase of $75,000 or $80,000, and even with 
the increase you remain within gunshot distance of 10 percent of 
other objects cost against your per rsonnel cost, which is a good record. 

I have some question marks in the middle of page 4. 

In the technical research field increases are requested to provide funds for 


the continuation of propagation work now financed through advances received 
from other agencies. 


I want to know who the other agencies are and for what purpose / 


COOPERATIVE RESEARCH PROJECTS 


Mr. Auten. The Technical Research Division, which handles these 
propagation projects, is collaborating with the National Bureau of 
Standards and the Air Force in the “propagation projects. Certain 
aspects of the project the Bureau of Standards is equipped to handle 
and certain aspects, such as recording at various monitoring loca- 
tions, we are equipped to handle. Also we are equipped to handle 
some of the analysis work. 

Mr. ‘Tuomas. What are these reimbursements dollarwise per year ¢ 

Mr. Auten. I don’t have the figure right now. It is aroun :200,000 
in total, I believe. Let me check it. 

A portion of those funds goes to the Technical Research Division for 
the analysis work being performed there and a portion goes into the 
Field Engineering and Monitoring Bureau for the recording work 
which is done there. It is something like $16,000. 

I think the total is under $100,000—$50,000 or something like that. 

Mr. THomas. How many employees have you working in that 
activity ? 

Mr. Auten. In technical research there are 3 employees, and you 
will find that in the 1957 request these 3 employees, if we cannot get 
continuation of this type—— 

Mr. Tomas. What was your reimbursement figure for 1955 and 
1956 for this work? Did you say $100,000 or $50, 000? 

Mr. Auten. Something less than that. We are trying to locate the 
hgure. 

Mr. Tuomas. About three employees involved, then. 

Mr. Auten. The correct figures are $20,850 for the Office of the 
Chief Engineer and $15,000 for the Field Engineering and Monitor- 
ing, a total of $33,850. 

Mr. Tuomas. You are transferring this work this year to your 
budget; the last 2 years it has been on a reimbursable basis ? 
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Mr. Auten. That is what we want to do. This propagation work 
s of serious concern to the Commission. 

Mr. Tuomas. Will you continue to be reimbursed by the Air Force? 

Mr. Auten. We cannot count on that. The information we get 
from this is of great help to the Commission because it involves the 
problem of allocations for television and so forth. 

Mr. Tuomas. Is this work done for their use and benefit or agency 
work / 

Mr. Auuen. It serves both purposes, sir. This propagation infor- 
mation is useful to the Air Force and the same type of information is 
useful to the FCC in setting up rules for the assignment of television 
stations and FM stations. We get dual use of it. In other words, we 
benefit twice, both in a monetary sense and in use of the data. 

Mr. Tuomas. I have some notes here. The large number of new 
applications naturally increases the hearing workload. 

I note the processing of these AM applications in 1957, applications 
which cannot be designated for hearing within a period of 3 months 
after filing as contemplated i in the Communications Act. 

Of course, when it goes to hearing it is anybody’s guess. 

The large number of new applications naturally increases the hearing work- 
load. During 1957 we anticipate a hearing workload of 261 AM applications 
for new stations and major changes in existing stations. The funds requested 
will enable us to dispose of 159 of these applications, leaving a backlog of 102 
applications still on hand at the end of 1957. 

It is there any dispute connected with these applications? Do they 
vo to hearing, or what, referring to the 102 ? 

Mr. Kenenan. Those are the applications which do involve a 


dispute or conflict with our rules or some other problem. 

Mr. Tuomas. I have a table here I wrote out. I have AM cases 
in 1956, 261 new ones filed; 1955 you had 159 disposed of, and in 1956 
you will have 102 remaining. 

Mr. McConnavGuery. Yes, sir. 

Mr. Tuomas. I have a question on this sentence: 


In monitoring we are proposing very slight changes. Where required a 
shift in emphasis is proposed. We are also asking for a small increase to pro- 
vide for staffing the Commission’s emergency relocation center. 

What and where / 

Mr. Turner. May we go off the record with regard to this answer? 

(Discussion held off the record.) 


MONTTORING STATIONS 


Mr. Tuomas. Designate the location and the number of your moni- 
toring stations. 

Mr. Turner. Primary monitoring stations at Allegan, Mich.; 
Grand Island, Nebr.; Kingsville, Tex.: Millis, Mass.; Santa Ana, 
Calif.; Laurel, Md.; Livermore, Calif.; Portland, Oreg.; Powder 
Springs, Ga.; Lanikai, T. H. 

Secondary monitoring stations at Searsport, Maine; Spokane, 
Wash.; Twin Falls, Idaho; Chillicothe, Ohio; Fort Lauderdale, Fla. ; 
Muskogee, Okla.; and Anchorage and Fairbanks, Alaska. 

That completes the list of monitoring stations. 

Mr. Tuomas. What will it cost you to set up that station ? 

Mr. Turner. Off the record. 
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(Discussion held off the record. ) 

Mr. Turner. We have an option to buy the property at Spokane, 
Wash., which option expires June 30, 1957. This land now is being 
used and it is rented from the owner. In order to protect our initial 
investment in the station from encroachment, from industry or other 
uses which would be inimical to the function of a monitoring station, 
it is felt necessary to acquire this additional property. 


OFFICE OF ADMINISTRATION 


Mr. Tuomas. I read another statement here: 

Office of Administration: The four divisions of this Office report to the execu 
tive officer who in turn serves as staff to the Chairman on various administra- 
tive matters. These activities, which are common to all Federal agencies, in 
clude budget and finance, organization and methods, personnel, and administra- 
tive services. 

Every effort has been devoted in recent years to increasing the efficiency. 

You speak of 83.3 in 1954. Is that man-years? 

Mr. Cox. Yes. 

Mr. THomas (reading) : 
to 79.9 in 1955, and estimated 80.1 in 1956. 

The overall increase in Commission personnel called for in this budget makes 
it necessary to request a small increase in these service units. 

I have 2 or 3 question marks there. 

Mr. Cox. The increases requested in the Office of Administration are 
almost entirely in the Administrative Services Division, particularly 
in the Duplicating and Tabulating Branches. As the work of the 
Commission s a whole increases, so does the demand upon the Dupli- 
cating Section which mimeographs materials for Commission agendas, 
and things of that sort. 

Likewise, in our Tabulating Section, which operates the Commis- 
sion’s machine records and prepares such things as frequency lists, 
the workload increases as the level of activity goes up. 

The Office of the Executive Officer does not increase. The Budget 
and Fiseal Division has an increase of one-tenth of a man-year because 
of the 70 increase in the staff of the Commision as a whole. 

Mr. Tuomas. Members of the committee, 1 suggest you keep your 
fingers on pages 14 and 15, and work form the bottom of page 17. 
These tables will give you a bird’s-eye view of it all the time. 

Let us skip through this and with the aid of the Commission and 
staff we can get the pertinent information in this record without too 
much trouble. 


Appiiep TECHNICAL RESEARCH AND FREQUENCY ALLOCATION 


The first activity we will consider is “Applied technical research 
and frequency allocation.” 


AVERAGE EMPLOYMENT 


Insert the table on page 21. It shows you have a total of 60.2 man- 
years for 1955, 59.5 for 1956, and 68 requested for 1957. 
(The page referred to is as follows:) 





Average employment 


1955 actual | 1956 estimate | 1957 estimate 





. Laboratory Division_ -- 13.7 14.7 
3. Frequency Allocation and Treaty Division 27.8 31.3 


Total........- a ae “ 30.2 | 50.5 | 68.0 


| 
. Technical Research Division_-_-__-___-_- 2 | 18.0 22.0 











Mr. Tuomas (reading) : 

The Chief Engineer is responsible for the planning and direction of broad 
engineering frequency management and technical programs looking toward a 
more effective use of wire and radio communications in the public interest. 
That certainly says a lot in a short sentence there. The office is a very 
important one. 

How many field offices do we have altogether? Where is the 


table breakding down the employment firure between the District 
of Columbia and the field? 


FIELD OFFICES 


Mr. Turner. We have a total of 55 field establishments. 

Mr. Tuomas. Out of that you have about 18 primary monitoring 
stations and 6 or 8 secondaries ? 

Mr. Turner. We have a total of 18. 

Mr. Tromas. What is the remainder for? 

Mr. Turner. Six regional offices, 24 district offices, 6 suboffices, and 
1 ship office. 

Mr. Tuomas. Where are your regional offices located and where are 
the district offices located? Give us a table and read them into the 
record here. 

Mr. TURNER. The regional offices are located in New York City, At- 

lanta, San Francisco, Seattle, Chic: ago, and Honolulu. 


REGIONAL OFFICES 


Mr. Tuomas. What are the duties performed in those regional of- 
fices? You have six of them. 

Mr. Turner. Yes, sir. Regional offices have a regional manager 
and one clerk as a total staff. 

It is the duty of the regional manager to supervise the operation 
within his region with regard to both field-office work and monitor- 
ing-station work, and to provide for integrated operation between 
field offices and monitoring stations, particularly on cases such as un- 
iicensed operations where it is a function of the monitoring station 
to locate the illegal station and of the district office to move in for 
the final step incident to closing down such operation. 

Mr. Tuomas. How many stations do you have outside of your 18 
now? They are all monitoring ? 

Mr. Turner. Yes, sir. 

Mr. Tuomas. You have six district, or do you call them are 

Mr. Turner. Six regions. 

Mr. THomas. What is the rest of them? 

Mr. Turner. Twenty-four district offices. 
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DISTRICT OFFICES 


Mr. Tuomas. What do you do in the district offices? I never got 
the connection between the 6 regional offices and the 24 district offices. 
You have a good man sitting in the regional office with some clerical] 
help. What service does he perform for these other 24 offices and what 
do they do in these other 24 offices ‘ 

Mr. Turner. The 24 district offices have to do with making inspec 
tions of the licensed stations of the Commission. 

Mr. THomas. Which Bureau are they charged to ? 

Mr. Turner. The Field Engineering and Monitoring Bureau. 

Mr. Tuomas. That is your big activity; is it not / 

Mr. Turner. That is right. 

Mr. Tuomas. Proceed. 

Mr. Turner. They inspect all classes of radio stations licensed by 
the Commission. The total number of transmitters approximates 
800,000. 

It is up to us and these field offices to determine the degree of com- 
pliance with the Communications Act and our regulations. 

Mr. Tuomas. You have 24 engineering offices there / 

Mr. Turner. That is right. 

Mr. Tuomas. What about the common carriers?’ How many offices 
do you have there and where are they loc ated ? 

First, where are the 24 district offices ? 

Mr. Turner. Boston, Mass.—— 

Mr. Tuomas. Where is the list / 

Mr. Turner. I have a list I prepared for you. 

Mr. Tuomas. It would have been helpful if you had put it in the 
justification in the first. place. 

Mr. Turner. Here is a list of district offices, regional offices, and 
monitoring stations. 

Mr. THomas. We will insert it later. 


FUNCTION OF A DISTRICT OFFICE 


Tell us what you are doing in the district offices and then I want to 
find out about the regional offices, the six offices. I thing you can do 
away with them. You have a good man who doesn’t have much 
jurisdiction. 

I get the impression he gets in the way of the district people. 

Any way, what do you do in the 24 district offices 

Mr. Turner. As I stated with regard to the district offices, the 
engineers are responsible for the inspection of the 800,000 transmitters 
licensed by the Commission. 

In addition, they are responsible for examining all classes of radio 
operators. 

Mr. Tuomas. That is the biggest workload in the whole division by 
far, is it not? 

OPERATOR EXAMINATIONS 


Mr. Turner. It is quite large, yes. 

We issue approximately 200,000 operator licenses per year out of 
our field offices. 

After examining these people—— 
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Mr. Tuomas. Licensing is all done in the field, is it not? 

Mr. Turner. That is right, that is, for operators. 

Mr. Tuomas. That is how it should be. They are close to the people 
and the applicant. 

Mr. Turner. Commercials and amateurs both. 

Mr. Tuomas. All right. 

Mr. Turner. We handle all the interference complaints. 

Mr. Tuomas. Has that workload fallen off? 

Mr. Turner. No, sir. That workload is increasing proportionately 
to the number of stations licensed by the Commission, and ins asmuch 
as the number of stations licensed by the Commission is rapidly in- 
creasing the work is increasing. 

Mr. Tuomas. What is the number of applications for professionals 
and what is the number of the nonprofessionals, the hams, so-called ? 

Mr. Turner. We have outstanding at the present time approxi- 
mately 950,000 valid operator certificates in the hands of the public. 
I cannot answer the question with regard to the total number of 

Mr. THomas. You examine the hams, too; do you not? 

Mr. Turner. Yes. 

Mr. Tuomas. How many applications do you have among them and 
how many applications among the new professionals? There is a 
tremendous workload in your field offices right there. 

Mr. Puummer. After Mr. Turner’s group in the field gives the 
examinations, the papers are sent in to Washington for issuance of 
the license. We also handle renewals of the amateur licenses. 

Mr. Tuomas. Applications received in the field, the papers are 
eraded in the field, and then you send out the licenses ? 

Mr. PucmMer. We handle renewals entirely in Washington. There 
are about 80,000 a year. 

Mr. Tuomas. Why split up the work ? 

Mr. PtumMer. Because it most efficient, we believe, sir. 

Mr. Turner. We have a production line operation in Washington 
in connection with the amateurs where they can be expedited by a 
processing line. 

Mr. Tuomas. If the application is made in the field, the examina- 
tion is held in the field, papers are graded in the field, why send it up 
here to issue the certificate? If you do three steps in the field, why 
not do the fourth one? 

Mr. Pium™er. It is a problem of efficiency and master record- 
keeping. 

Mr. Tuomas. How is it more efficient when you have to use mail 
and delay it 10 days to go from X office in the field, to Washington, 
and back to X office? 

Mr. Pitum™er. It doesn’t go back to the office, sir. It goes to him 
directly. 

Mr. Tuomas. You certainly lose one step. 

Mr Prumner. Yes, sir. 

I also would like to point out that a large percentage of these are 
renewals in this 80,000 figure I have given you, and these involve no 
examination. 

Mr. Turner. The total number of amateurs examined in the field 
in fiscal 1954 was 51,157 and there were 259,104 commercial operator 
applications. Those are the figures you asked for a moment ago. 
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Mr. Tuomas. I believe those tables are in the record. 

You show an estimated increase for 1957. I wonder how you arrive 
at your estimates ? 

Mr. Turner. We have to make estimates on the basis of the past 
experience we have had. 

ANTICIPATED NUMBER OF APPLICATIONS 

Mr. Tuomas. What is your workload in both categories, showing 
the first 6 months of 1957 as compared with the estimates / 

Mr. Turner. Our total requirement for operator work in the field 
is 28.4 man-years for—— 

Mr. Tuomas. I mean applications received. 
other figure. 

Mr. Turner. We forecast for this fiscal year a total 
amateur applications and 213,368 commercial applications. 

For 1956 we estimate 51,000 amateur, 215,000 commercial. 

Mr. THomas. Let us take a look at this. Does 68 man-years do al 
right in the Allocation and Frequency Allocation Division? That is 
the backbone of the Technical Services, so to speak. 


That determines the 


50.994 


Broapcast ACTIVITIES 


Let us also look at the broadcast activities. 


WORKLOAD DATA 


Can you quickly put your finger on your workload? This table on 
page 41 seems to do it. Let us insert this table in the record. 
(The table referred to is as follows:) 
TABLE A.— Average employment by activity 


1955 actual 


Television (TV) -_-_- 

Staridard broadcast (AM)__-- 
F requency modulation - M). 
Other services 


Total, regular broadcast -_.-_ 
Network study-_-__..--_--- 


Grand total, broadcast activities 


TABLE B.— 


d {verage 


Broadcast Bureau 

Office of hearing examiners..--. 

Office of opinions and review 
Dockets division, office of secretary - - 


F Total, reguiar broadcast_.-_-- 
Network group cee 


Grand total, broadcast activities_-__- 





104. 1 
90.7 


10.0 
6.5 


211.3 


1956 estimate | 1957 estimate 


87. 
1M. 
9. 
8. % 


employment by organization 


1955 actual 


159. 7 


97 


15.3 


8.8 


1956 estimate 


165. 1 
19.7 
24.9 
9.4 


219. 1 


229. 1 


79.4 
134.3 
9.7 
9.6 


233. 0 


15.0 


248. 0 
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ANTICIPATED NUMBER OF APPLICATIONS 


Mr. Tuomas. Now where is your table by applications? 

Mr. Kenenan. The annexes will give you a better picture, Mr. 
Chairman. 

Mr. Tuomas. Insert page 45. 

(The page referred to is as follows:) 


TV BROADCAST APPLICATIONS (NON-HEARING)— NEW AND MAJOR CHANGES 
RECEIVED, DISPOSED OF AND PENDING ON JUNE 30 


‘52 53 ‘54: ‘55 ‘56 ‘57 ‘52 ‘53 ‘54°55 ‘56 57 ‘s2 53 ‘54 55 ‘6 7 
o * 


R Iv >» *® 
oman ” DISPOSED OF PENDING 


HEARING APPLICATION WORKLOAD—NEW AND MAJOR CHANGES 
TV BROADCAST 


‘64°55 ‘56 5? ‘53 “54 ‘55 ‘56 ‘57 ‘53 ‘54 ‘55 ‘56 ‘57 
. o * om 7 . 
DESIGNATED FOR HEARING DISPOSED OF PENDING 
*Estimoted 
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AM BROADCAST APPLICATIONS (NON-HEARING)— NEW AND MAJOR CHANGES 
RECEIVED, DISPOSED OF AND PENDING ON JUNE 30 


52 '53 ‘54 ‘55 ‘56 ‘57 ‘52 ‘53 ‘54 '55 ‘56 ‘57 ‘52 ‘53 ‘54 ‘55 ‘56 ‘57 
* & a @ Ss @ 
. RECEIVED DISPOSED OF PENDING 
Estimated 


HEARING APPLICATION WORKLOAD — NEW AND MAJOR CHANGES 
AM BROADCAST 




















$2 53 54 35 ‘S6 57 'S2 ‘53 ‘54'S ‘56 ‘57 
+ x 


DESIGNATED FOR HEARING DISPOSED OF PENDING 


* Estimoted 
APPLICATIONS FOR TV FACILITIES 


Mr. Tuomas. Insert the tables on pages 62 through 65, and 68 
through 70. 
(The information referred to is as follows :) 
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TV flow chart—Applications for new and major changes of facilities 
In proeess— 
Total Hearing |Nonhearing} oe 
issued 


Pending July 1, 1953 623 
Fiscal! 1954 (actual): | 
Received a +307 | 
Designated for hearing. __.____- oe ; .| 
Returned for processing: 
From hearing -.........-...- 
Other 
Disposed of: 
Following hearing 
Without hearing ---- 





Pending July 1, 1954 
Fiscal 1955 (actual): 
Received ‘ = 
Designated for hearing 
Returned for processing: 
From hearing 
Other 
Disposed of: 
Following hearing___--- 
Without hearing - -_-- 





Pending July 1, 1955 
Fiscal 1956 (estimated): 
Received ae oe 
Designated for hearing 
Returned for processing: 
From hearing cake 
COUN = kite omlissiaarks 
Disposed of: 
Following hearing 
Without hearing - 


Pending July 1, 1956 
F iscal 1957 (estimated): 
Received ___.....- 5 
Designated for hearing - - 
Returned for processing: 
From hearing 
Other 
Disposed of: 
Following hearing 
Without hearing--._-_- 





Pending July 1, 1957 








Calculation of Personnel requirements for processing nonhearing TV applications 
for news and major changes 


} 
Actual Estimated 


| 3952 | 1953 | 1954 f 1956 | 1957 





Composition of workload index: 
Number of applications disposed of without hear- | 
a : tailed guise eel 898 
Number designated for hearing 161 





Personnel requirements: Number of applications 
processed per employee ; wane 

Total personne] requirements (average employment) | 
for TV new and major changes. --. 


Total workload index. ag | 2) 1,059 
| 


30.4 | 
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Actual and estimated TV receipts and calculation of personnel requirements 


Actus 


1952 1953 


Supplemental and continuing 

Pending beginning of year 

Received during year 

Disposed of 

Pending end of year : 

Average (productivity) per employee 

Total average employment required 
Renewal applications 

Pending beginning of year 

Received during year 

Disposed of 

Pending end of year 

Average (productivity) per employee 

Total average employment required 
Assignment and transfers 

Pending beginning of year 

Received during year 

Disposed of 

Pending end of year 

Average (productivity) per employee 

Total average employment required 


| These applications include, for example, those for minor modification of permits, approval of transmitter 
site, extensions of time to construct, a license upon completion of construction, as well as applications for 
replacement or renewal of equipment, readjustment of antenna systems and minor change in transmitt 
locations, etc.—in essence, all those applications necessary to permit a station to go on the air following 
grant of an application for permit to construct, and to maintain a station on the air on a continuing ba 


Calculation of personnel requirements for TV hearings 


TV, new and 
major changes 


TV, other 


Estimated Estimated 
Actual, ___ Actual, 
1955 1955 

1956 | 1957 1956 1957 


Hearing Division, Broadcast Bureau: 
Total disposed of ! 
Average disposed of per employee 
Personnel requirements 

Office of Hearing Examiners 
Total disposed of 
Average disposed of per employee 
Personnel requirements 

Office of Opinions and Review 
Total disposed of ! 
Average disposed of per employee 
Personnel requirements 

Dockets Division, Office of Secretary 

Personnel requirements 


Summary of personnel requirements for 
TV hearings 
Hearing Division, Broadcast Bureau 
Office of Hearing Examiners 
Office of Opinions and Review 
Dockets Division, Office of Sec- 
retary . 


Total : , sans 61.9 42 


1 The total number of applications contained in initial decisions issued by the Office of Hearing Exarniners 
is used as the workload index for that office. For the Hearing Division, Broadcast Bureau, the workload 
index includes those contained in initial decisions plus those returned to processing and disposed of without 
hearing. The workload index for the Office of Opinions and Review is based on the number of applications 
finally disposed of by the Commission following hearing. 
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AM flow chart—A pplications for new and major changes of facilities 


| In proc- 
| ess—— 
Non- initial 
| hearing | decision 
| not 


Pending July 1, 1953 
Fiscal 1954 (actual): 
Received 
Designated for hearing 
Returned for processing: 
From hearing 
Other 
Disposed of: 
Following hearing 
Without hearing 
Pending July 1, 1954 
Fiscal 1955 (actual): 
Received. _. 
Designated for hearing 
Returned for processing: 
From hearing 
Other 
Disposed of: 
Following hearing 
Without hearing 
Nee en enn ee ee eb usebadackeeesanccnnuun 
Fiscal 1956 (estimated): 
Received ........--- eet Galak Kitna dicots Siesesibninacasacaseiieute 
Designated for hearing 
Returned for processing: 
From hearing 
Other 
Disposed of: 
Following hearing---_- 
Without hearing 
Pending July 1, 1956 
Fiscal 1957 (estimated): 
Received 
Designated for hearing 
Returned for processing: 
From hearing 
Other | 
Disposed of: | 
Following hearing 
Without hearing Re 

















Pending July 1, 1957 








1 Adjusted to reflect correction resulting from physical count July 1, 1955. 
2 Includes 99 applications in the pending file awaiting decision in the clear channel] or daytime skywave 
proceedings, or final ratification of NARBA. 


Calculation of personnel requirements for processing nonhearing AM applications 
for new and major changes 





l 
Actual | Estimated } q 





1953 | 1954 | 1955 | 1956 | 1957 


Composition of workload index: 
Number of applications disposed of without 
hearing - -- 5 : Sinko 
Number designated for hearing - - - 


Total workload index- ------ 








Personnel requirements: 
Number of applications processed per employee. --| 
Total personnel requirements (average employ- 

ment) for AM new and major changes. --------- 
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Actual and estimated AM receipts and calculation of personnel requirements 


Actual Estimated 


1953 1954 1955 1956 


Suppiementn and continuing: ! 
ending beginning of year -_-..------ obbneaes! 5 156 
Received during year ------ : | 1,316 
Disposed of. nee ¢ 3: 1, 320 
Pending end of year. ; 7 56 152 
Average (productivity) per employee... . h4. 6 86 105 
Total average employment required - - - - : 2. 12. 6 
Renewal applications: | 
Pending beginning of year - -- 267 . 341 
Received during year - ie ’ ogee , 08 , 358 , 509 
Disposed of- wa ieee J , 025 , 28 599 
Pending end of year. ---- ig ‘ ‘ 251 
Average (productivity) per employee - ----- 5 if 138 
Total average employment required - - 1.7 2. ; 11.6 
Assignment and transfers: 
Pending beginning of year -- 
Received during year 
Disposed of. 
Pending end of year--- -- 
Average (productiv ity) pere mployee.. 
Total average employment required - - 


52 
521 
530 

43 

66 
8.0 


Rew 


= 


1 These applications include, for example, those for minor modification of permits, approval of transmitter 
site, extensions of time to construct, and license upon completion of construction, as well as applications for 
replacement or renewal of equipment, readjustment of antenna systems and minor change in transmitter 
locations, etc.—in essence, all those applications necessary to permit a station to go on the air following 
grant of an application for permit to construct, and to maintain a station on the air on a continuing basis 


Calculation of personnel requirements for AM hearings 


AM, new and é ae ‘ 
major changes AM, other Total AM 


| Estimated | Estimated Estimated 
fe Sie Actual, Actual, 


1955 |} 1955 | 1955 
| 1956 | 1957 | | 1956 | 1957 1956 


Hearing Division, Broadcast Bureau: | 
Total disposed of ! | | 2| 12 12 | 
Average disposed of per employee--.|-.-.-.-_|-- dete 
Personnel requirements. - - 
Office of Hearing Examiners: 
Total disposed of ! : 
Average disposed of per employee. ae 
Personnel requirements. 
Office of Opinions and Review: 
Total of disposed of !___-- i 
Average disposed of per “employ ee 
Personnel requirements. - _- 
Dockets Division, Office of Secretary: 
Personnel requirements. -_-_-- 





Summary of personnel requirements for 
AM hearings: 
Hearing Division, Broadcast | 
Bureau Soe sokpecet ; ted ‘ 14. | 18. 4 
Office of Hearing E} xaminers ae . ae ; 9 
Office of Opinions and Review a eee oe é 7. 11. 
Dockets Division, Office of Secre- | 


2.8 3. 6 5. 7 
21.3 | 35.6 5D 


1 The total number of applications contained in initial decisions issued by the Office of Hearing Examiners 
is used as the workload totes for that Office. For the Hearing Division, Broadcast Bureau, the — i 
includes those contained in initial decisions plus those returned to processing and disposed of without hea 
ing. The workload index'for the Office of Opinions and Review is based on the number of applicat ine 
finally disposed of by the Commissiow followingehearing. 
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Mr. Tuomas. What about television? What is your backlog, and 
what is your anticipated net of applications for new stations 
now? Everybody missed their guess on radio, didn’t they? Radio 
is still with us. 

Mr. Kenenan. These charts you just mentioned show the fol- 
lowing: At the present time it is pretty much at a plateau. We are 
keeping current and we plan to keep current in terms of the three 
months’ requirements of our legislation. 

Mr. Tuomas. Provided they don’t take you to the courthouse. 

Mr. Kenenan. Those are things you cannot foresee. ‘There are a 
number of things that can change this picture, 

In television, insofar as application processing is concerned, we 
feel we are doing very well. We have no real problem at the present 
time. 

Mr. McConnavucuey. I would like to make a statement about tele- 
vision. 

With what we have now that is, with the present allocations, we 
feel we can take care of processing cases in good shape. 

As to what will happen under our reallocations, which I referred 
to previously, I would not hazard a guess because I have no idea 
what will be produced from that naianaiee proceeding. 


SAreTy AND Specrat Rapro Services ACTIVITIES 


Mr. Tuomas. Let us take a look as Special Services. Insert pages 
81, 82, and 83 in the record at this point. 
(The information referred to is as follows:) 


III. SaAreTy AND SPECIAL RADIO SERVICES ACTIVITIES 
A. GENERAL STATEMENT AND HIGHLIGHT SUMMARY 


The Communications Act provides for “promoting safety of life and property 
through the use of wire and radio communications * * * study new uses of 
radio * * * and generally encourage the larger and more effective use of radio 
in the public interest.” 

The Safety and Special Radio Services Bureau is charged with the responsibil- 
ity of carrying out the Commission’s regulatory program in the safety and special 
radio services as required by the Communications Act and under applicable 
statutes, international agreements, and rules and regulations. 

These safety and special radio services Comprise the great majority of stations 
licensed by the Commission. In addition to those uses vital to marine and air 
safety and the protection work of police, fire, and forestry departments, they 
include the radio activities of all varieties of transportation, power utility, petro- 
leum and pipeline operations, and other uses so numerous as to encompass 
practically all major American industrial activities. In this budget we have 
sought funds adequate to make the use of radio more effectively available to 
these vital uses and to open the “radio door” to many industrial groups not 
eligible under present rules. In order to do this we must find a way to ac- 
commodate more uses in a relatively limited frequency space and a way to 
process applications with sufficient speed to prevent our licensing processes 
from becoming a “stumbling block” to the effective protection of life and prop- 
erty or the prompt establishment of new and more effective industrial operations 
dependent upon radio as a tool for industrial efficiency. 

The significance and critical importance of these matters are emphasized 
by reference to the industrial usage of radio and to the present “lag” or backlog 
in the disposition of applications in this and the safety field even under present 
rules which tend to limit the number of incoming applications because of their 
provisions with respect to the eilgibilty of applicants and the uses to which 
radio may be put. 
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The use of radio as an industrial tool has become an established and essential 
part of our industrial economy, but is now confined primarily to frequency bands 
allocated for this use on the basis of information developed in hearings held 
10 years ago. They operate subject to rules and limitations, the essential 
points of which also date back to 10 years age. These rules, limitations, and 
frequency allocations were good for the stage at which industrial radio usage 
found itself at that time as evidenced by the dramatic expansion in the indus 
trial usage of radio frequencies that has taken place since that time. ut they 
were adopted at a time when the industrial usage of radio frequencies as we 
now know it, was virtually in its infancy. And, as such, they represented only 
the best guess that could then be made concerning the developing needs of our 
industrial economy for the use of radio frequency. 

Today, we have had years of experience in the assignment of these frequencies 
We have witnessed an expanded contribution of radio to industrial processes 
that has exceeded our most optimistic hopes of 10 years ago. We know more 
clearly now the actual present needs for the industrial usage of radio and the 
pattern of development to be expected in the future. As a result of this informa 
tion and extensive engineering and technical data, we know that we have how 
reached the point at which a continued effective and expanding use of radio 
frequencies for industrial purposes requires that our present allocations and 
rules must be drastically revised to achieve a much higher degree of efficiency 11 
the use of frequencies. In this way Wwe open the door to many more industrial 
uses of these frequencies in addition to making more adequate provision fot 
existing uses. There are, for example, Many frequencies Which are heavily used 
in some areas and la ‘gely unused in others. These gaps in frequency Usdare 
can be filled in, with a resulting effect of inestimable importance in the more 
effective operations of our industrial setup. For, it is in this way that the man) 
present users can more adequately meet their needs. And, it is in this way that 
the many groups how finding a need for radio as an important industrial tool can 
be accommodated, But, as we fill these gaps—as we load the frequencies with 
more and more stations and uses—we must do it on a knowing, carefully worked 
out and coordinated basis, so that the higher saturation of frequency space does 
not result in undue interference to all of the users of that space. We must assure 
effective communication at the same time that we accomplish a much higher effi 
ciency in the use of frequencies. It is necessary, therefore, to engage in funda 
mental, detailed review of available data—both engineering and economic—in 
order to provide a basis for revising the existing rules and limitations. In some 
cases, the necessary preparation W ill extend over a period of months, or possibl) 
several years. In our judgment this program can be begun with a relatively 
modest additional cost and can be completed in about 3 years. If we undertake 
such a program at this time—and we strongly believe that we should—the cost 
will be some thousands of dollars. The benefits to our industrial economy and 
the public in general, will be easily measurable in the millions. 

A further facet of particular importance in the safety and special services field 
relates to the speed with which applications which are filed under our existing 
rules—and which would be filed in even greater number under the proposed 
revised rules—can be received, reviewed, and acted upon. There are two basic 
reasons why it is imperative that such action be expeditious. The first is the 
impossibility of handling a workload of 12,000 to 15,000 applications per month 
which is the incoming rate unless we keep abreast of the workload as it de- 
velops. The second—and perhaps the more important of the reasons is the 
necessity for prompt action upon applications in this field in order to avoid 
having the Government become a bottleneck in the expansion and effective opera 
tion of industrial capacity. In many cases the need for radio communication 
is essential to the completion and operation of large industrial operations, im 
portant utility installations, etc. We must review and authorize the radio op 
eration involved, in order that an effective limitation may be maintained over 
the extent to which interference may be caused between various users, and in 
order to ensure compliance by the applicant of the applicable rules and limita 
tions. We should, as a Government agency, be in a position to act with sufficient 
dispatch to avoid having our licensing operation become a stumbling blo k in 
these matters. 

Because of the limited personnel in the Safety and Special Radio Services Bu- 
reau, it has been impossible to keep current with the normal flow of applications 
under the present rules and procedures. Even with a rather superficial exami 
nation of the applications, the Commission's staff has been unable to uct on 
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applications within less than approximately 2 months of their receipt. This fact 
has created not only administrative difficulties within the Commission, but also 
an unsatisfactory situation from the point of view of the applicants and the 
public. It has been found that failure to act expeditiously on applications 
generates numerous telephone and letter inquiries regarding their status which, 
in turn, require a substantial number of man-hours to handle, with the result 
that the time devoted to application processing, and hence the efficiency in their 
handling, is further materially reduced. It is our considered judgment that the 
time required for action on any particular application should be kept to a mini- 
mum in the field of safety and special radio services. For, as we have already 
pointed out those applications reflect a need for radio communications involving 
the safety of life and property, the police functions of State, counties, and 
municipalities, and the use of radio in connection with hazardous eccupations, 
important industrial needs, etc., many of which cannot be foreseen in time to 
allow the applicant to file the necessary applications month in advance of the 
contemplated use. Prompt action is obviously required in the public interest. 

The demand for radio in these services continues unabated. The number of 
applications received in 1949 totaled 86,628, rose to 141,553 in 1952, and reached 
151,530 in 1955 despite the use of form 400 which eliminated the necessity of 
filing a second routing application in a large number of cases. It is estimated 
that 159,765 applications will be received in 1956 and 173,600 in 1957. The num- 
ber of authorized stations in 1949 was 142,083, increased to 212,517 in 1952 and 
exceeded 300,000 at the end of 1955. The number of stations is expected to 
reach 347,615 in 1956 and 400,000 in 1957. 


INCREASE IN NUMBER OF STATIONS 


Mr. Tuomas. Also insert the table on page 84. 
(The information referred to is as follows:) 


The following chart shows the actual and estimated growth under our present 
rules of stations in these services during the years 1953-1957. 


SAFETY AND SPECIAL RADIO SERVICES STATION AUTHORIZATIONS 


OUTSTANDING ON JUNE 30 
390,000 


360,000 


330,000 
300,000 
270,000 


240,000 


-— ca 
p< P< 


>< 


210,000 ee a 
AI 


mm 


180, 00 6 x 
V \/ 
150,000 ae A S 
120,00¢€ 4 a 2S 
a Vad YA 
1953 1954 1955 1956 

we Estimated 


xX 


As a result of the foregoing considerations, the budget proposed herein is 
designed to permit us, in addition to maintaining our regular operations at an 
acceptable level, to begin the program necessary to accomplish a more effective 
use of available frequency space and to prevent the speed of processing applica- 
tions in the safety and special services from falling below an average of 3 
months. 
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NUMBER OF APPLICATIONS RECEIVED 


Mr. Tuomas. It shows safety and special radio services radio- 


station authorizations outstanding on June 30. You have a little 
chart here. In 1953 you have about 230,000. 


Mr. McConnavueuey. That is about right; yes, sir. 
Mr, Tuomas. And it shows a progressive step upward to fiscal 


year 1957. You go up practically to 400,000. 


Mr. McConnaveney. That is right. 

Mr. Tuomas. Is that the number that is under license now ? 
Mr. McConnavuGuey. That is correct. 

Mr. Turner. 1957 is a projected figure. 

Mr. THomas. Let us insert pages 97 and 98. 

(The information referred to is as follows:) 


1955 actual | 1956 estimate | 1957 estimate 


Applications pending beginning of year , 6, 471 , 353 22, 608 
A pplications received - - - - ; sda ‘ 151, 330 , 765 | 173, 600 
Applications disposed of a cea 148, 448 , 510 157, 580 
Applications pending end of year_._--- ane 9, 353 22, 608 | 38, 628 
Personne] requirements. -- ~~~ --- se 63. 64.5 | 65.2 


SAFETY AND SPECIAL RADIO SERVICES APPLICATIONS 
RECEIVED, DISPOSED OF & PENDING ON JUNE 30 


180,000 


165,000 


150,000 
135,000 


120,000 


'S3 ‘54 ‘55 ‘56 ‘$7 ‘53 ‘54 '55 ‘56 ‘7 'S3 ‘54 ‘55 ‘36 ‘3? 
RECEIVED DISPOSED OF PENDING 


zEstimoted 


Mr. Tuomas. Applications disposed of in fiscal year 1957, 157,800 


against 146,510 in 1956. 


Mr. McConnavauey. Yes, sir. 
Mr. Tuomas, You carry over applications beginning in the fiscal 


‘ear 1956, 9,353, and you estimate that will jump up to 22,608 in 1957 ¢ 


Mr. PtumMer. Yes, sir. 
I would like to point out something there. The applications re- 


ceived estimate for 1956 is 159,765. This is one area where we guessed 
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low. We made the budget up a year ago. It is running 7 percent 
above that figure at the present moment. 

We don’t know what will happen in the next 3 months. 

We will end up fiscal year 1957 with about 38,000. 


FIELD ENGINEERING AND MONITORING ACTIVITIES 


Mr. Tuomas. Let us look at field engineering and monitoring 
services. 

Insert pages 103, 104 and 105 in the record. 

(The pages referred to are as follows:) 


IV. Fretp ENGINEERING AND MONITORING ACTIVITIES 


The first part of this section presents a general statement and highlight sum- 
mary of the estimates for the field engineering and monitoring program. The 
second part sets forth the details. 


A. GENERAL STATEMENT AND HIGHLIGHT SUMMARY 


The regular functions of the Field Engineering and Monitoring Bureau are 
steadily increasing. The growth and extent of radio communication has been 
phenomenal, In each field of endeavor, the workload actually exceeds our present 
capabilities. Sampling processes to which we have now resorted are so limited 
in their effectiveness, particularly in certain services, as to have little if any 
overall effect. Such limited control in law enforcement, in a field as important 
to the economy and defense of this country as communications, not only results 
in inferior service to the public but of a certainty invites disaster in the event 
of a serious national emergency because of the lack of knowledge of present 
unauthorized operations, also by reason of the impossibility of controlling the 
increasing widespread disregard for any kind of Federal control. 

The continuing and principal functions of the field engineering and monitoring 
program are: (1) To maintain law and order in the radio spectrum, and (2) 
to render services to the general public, industry, and Government. In the field 
service, these functions are divided into two basic activities; i. e., monitoring 
and enforcement. Correlation of these activities is provided by the field engi- 
neering and monitoring departmental service. 

Monitoring activities consist of observing and measuring transmitted radio 
signals to determine whether operating procedures and technical signal charac- 
teristics conform to the terms of the station authorization. Monitoring is also 
the method by which the Commission locates clandestine and unlicensed stations, 
assists ships and aircraft in distress when requested to do so, through direction 
finding techniques locates the source of Spurious emissions causing interference, 
and collect valuable data on the use of frequencies. 

Monitoring activities are to be continued practically at the same level in 
1957 as in 1956. However, there is need to build up one monitoring station 
to serve as the emergency relocation center for the entire FCC and the reloca- 
tion point for the monitoring net control and direction-finder plotting center now 
located in Washington, D. C., headquarters. The Commission is equipping this 
relocation center with a crypto room, message-center room, and with special 
landline and radio communications at the request of ODM and NSA, under 
the direction and guidance of these agencies. Increased staff of 2.8 man-years 
is being requested to properly man the relocation center and adequately provide 
for installation and maintenance duties. This additional staff would also have 
the advantage of providing for a continuous 24-hour watch to take care of any 
emergency, also provide increased coverage to regular monitoring functions. 

Enforcement activities include ship inspections, land and aircraft inspections, 
investigations, and clandestine, illegal, or unauthorized radio activity, engineer- 
ing surveys, and the administration of operator examinations. 

In the field of ship inspection during 1953-54 and by budgetary direction, we 
greatly reduced our inspectional program for compulsorily equipped ships. 
United States cargo vessels are inspected only once per year, passenger vessels 
twice per year; foreign vessels not at all. Noncompliance of operators of small 
boats with basie radio regulations is of ever-increasing concern. Violations are 
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steadily mounting and operating practices are already chaotic. Law-abiding 
users complain bitterly and recommend stepped-up enforcement. However, 
regular inspections of such ships necessarily have ceased because of reduced 
manpower. The Commission has encouraged self-help on the part of industry 
and has sponsored “user committees” and although such efforts are important 
and should be continued, this approach does not seem to reach those chronic 
violators who are responsible for much of this condition. International and 
domestic law violations point up the seriousness of the situation. Widespread 
complaints from responsible marine organizations, as well as from individual 
users, affirm this fact. Moreover, interference to international distress com- 
munications has resulted in the filing of a formal complaint with the Commis- 
sion by the Department of Transport of Canada. 

At the time the reduction in the Commission's staff was directed in 1953 or 1954, 
it was proposed by the Bureau of the Budget that the task of marine enforcement 
be put upon industry. This was first attempted through rulemaking proceedings 
and rejected by industry as being an unreasonable burdensome imposition upon 
licensees. Subsequently every possible effort has been put forth to have industry 
assist the Commission in its enforcement task through self-help and user commit- 
tees. However, this program doesn’t reach those who are the most chronic 
violators. This has brought the Commission to the reluctant conclusion that an 
increased staff for marine enforcement is the only possible solution. For this 
reason an increased staff of 13 man-years is requested. 

In connection with our interference problems, the policy of getting a radio 
service or industry group to help itself has been successfully exploited. The TVI 
committees in amateur and television fields have materially helped us with our 
staggering workload of interference in TV. The 487 such committees in 412 
communities are handling upward of 100,000 complaints on an annual basis. It is 
necessary to keep in mind, however, that many of these complaints are beyond the 
capabilities of these voluntary groups and ultimately find their way to the desks 
of our field engineers for solution. Here also, the workload exceeds our capabili- 
ties and extended delays in giving such complaints personal attention are not 
uncommon. 

The Commission, faced with a problem of making parts 15 and 18 of its rules 
and regulations meaningful, continues to vigorously administer a program of 
vreater enforcement to secure compliance on the part of users of diathermy and 
industrial heating type of radio apparatus. In this regard, the Bureau is main- 
taining liaison with industry committees, particularly in the industrial, scientific, 
and medical fields and thus is receiving much needed assistance therefrom in 
combating interference in those areas amenable to the influence of such groups. 
Here again, however, there is a small minority who will not submit to regulation. 
Although the number of such cases is small, the occasional case which has to be 
taken to court can become quite burdensome. 

Departmental—There is maintained within the Bureau the official file record 
of all valid outstanding commercial radio operator licenses and permits issued 
by the Commission. It is obviously necessary that the Commission maintain a 
record of those persons to whom licenses have been granted. Such information is 
required in the orderly processing and administration of the Commission's 
official business. This record is becoming more and more vital to our needs in 
connection with the attention being given those holders of radio operator authori- 
zations who are members of the Communist Party or members of organizations 
advocating the overthrow of the Government by either force or violence. Addi- 
tionally, other agencies of the Government such as the Coast Guard, FBI, ete., 
call upon the Commission for information which can only be obtained from such 
records. 

This file contains information regarding more than 900,000 radio operator 
authorizations outstanding in the hands of the general public. More than 200,000 
such records are being accumulated annually. In addition to the filing of these 
new entries. all records of those whose licenses have expired should be removed 
annually. Because of insufficient personnel, during the past number of years, 
we have been unable to clear this file record of those whose licenses have expired. 
There is presently a backlog of approximately 200,000 operator record cards 
awaiting filing ; also a very considerable quantity of records of expired authoriza- 
tions to be removed. At the present time in order to honor requests from other 
law enforeement agencies and fulfill our own requirements, it is necessary for 
our two file clerks to laboriously look through hundreds of unfiled packages 
of such records for the information required. This is a very time-consuming 
and inefficient process and to prevent these vital records from becoming entirely 
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valueless a considerable increase in the size of this staff is indicated. However, 
in order to keep our budget requests at a minimum, it is believed that with an 
increase of 1.9 average employment the trend of increasing backlogs can be 
reversed and over a period of some little time, this file can be brought current. 


Summary 
The overall staff for the 3-year period follows: 


Average employment 
Organization unit i tnoneneanor ce 
1955 actual 1956 estimate | 1957 estimate 
| 


Departmental. -_- 54.0 52. 53. ¢ 
Enforcement_.__ _- 144.0 | 143.5 | 153.7 
Monitoring 136. 0 143. : 146. : 
Total, Field Engineering and Monitoring Bureau 334. 0 339. 353. § 
Opinions and review -.- “a 
Hearing examiners-- si ; :2 
Total, activity... _- 


Mr. Tuomas. I have a note here, page 114, employment, and work- 
load, page 122, and examination on page 119. 
Then I have number of actions on page 118. 


FIELD ENGINEERING AND MONITORING BUREAU PERSONNEL 


Let us take a look at pages 114, 118, 119, and 122. You have em- 
ployment and application numbers. 

Mr. Reporter, would you insert the list of field engineering and 
monitoring offices in the record at this point ? 

(The information referred to is as follows :) 


FIELD ENGINEERING AND MONITORING BUREAU 


Personnel complements 


FIELD OFFICES AND STATIONS AS OF FEB. 15, 1956 


Regional 
managers 


Regional offices Clerks Total 


New York, N. Y 
Atlanta, Ga 

San Francisco, Calif 
Seattle, Wash 
Lanikai, T. H 
Chicago, Ill 


Grand total... 





Personnel complements—Continued 


FIELD OFFICES AND STATIONS AS OF FEB. 15, 1956—Continue 


District offices Engineers Clerks 


Boston, Mass 
w York, N. Y 
Philadelphia, Pa--- 
Baltimore, Md 
folk, Va 
Atlanta, Ga 
Miami, Fla 
New Orleans, La 
Houston, Tex 
Dallas, Tex 
Los Angeles, Calif 
in Francisco, Calif 
Portland, Oreg_-..- 
Seattle, Wash_-- 
Denver, Colo 
st. Paul, Minn 
Kansas City, Mo 
Chicago, Il] 
Detroit, Mich 
Buffalo, N. Y- 
Honolulu, T. H 
in Juan, P.R 
Anchorage, Alaska 
Washington, D.C 


Grand total_.-_. 
Suboffices: 

Savannah, Ga 
Tampa, Fla...... 
Mobile, Ala 
Beaumont, Tex- -- 
San Diego. Calif_- 
Juneau, Alaska- - 


Grand total_-. 
p office: San Pedro, Calif_. 
Grand total__.--- ‘. -_ 


Grand total of field offices and stations 
MONITORING STATIONS 


Engineer 
aids Clerks 
techni- janitors 
cians 


Engineers 


rimary’ 
Millis, Mass-- - 
Laurel, Md. 
Powder Springs, Ga 
Kingsville, Tex 
Santa Ana, Calif. 
Livermore, Calif_-- 
Portland, Oreg 
Grand Island, Nebr. 
Allegan, Mich_-- 
Lanikai, T. H---. 


Grand total_- 


pet ondary: 
Searsport, Maine - 
Fort Lauderdale, Fla-- 
Muskogee, Okla 
Twin Falls, Idaho 
Spokane, Wash-_.-.-- 
Chillicothe, Ohio 
Anchorage, Alaska_---- P 
Fairbanks, Alaska.........-- 


~~ eo ee 


Grand total... -- 


Grand total of monitoring stations. .........---- 
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This is on page 114. You start off by saying 6 regional manager's 
offices, 24 district offices, 6 suboftices, and a ship i inspection office. Re- 
gional managers supervise and coordinate field engineering and moni- 
toring operations within their respective regions. You have too many 
managers. Then you say— 

The following table shows the staff distribution by activity. 


You want to jump ship inspection from 20 to 30. On land and air- 
craft inspection, you remain at 18. On operator examinations you 
remain at 28. On investigations, you remain at 49. Engineering 
studies and measurements, remain at 12.7. Public service remains at 
11.5, and application processing remains at 5.9 for e: : th year, In 1956, 
you had 143.5 man-years and that is increased to 155.7 man-years in 
1957. Is this your total employment in the field? 

Mr. Turner. That is for the field offices, Mr. Thomas. 

Mr. THomas. What is your total employment in the field? 

Mr. Turner. The total employment in the field is shown on page 105. 

Mr. THomas. In the big table? 

Mr. Turner. Yes, sir, on page 105. 

Mr. Tuomas. Yes; I know where it is, but how many men are there 
in the field and how many men are there in the District of Columbia ? 

Mr. Turner. There are 52 in the departmental service and 287 in 
the field, a total of 339 at the present time. 


BUREAU REQUEST FOR 1957 


Mr. Turner. We are requesting for the fiscal year 1957 a total of 
53.9 for departmental, and a total of 300 for the field, making a total 
of 353.9 for the Bureau for 1957. 

Then in addition to our own Bureau, three-tenths of a man-year is 
requested for opinion and review work and for hearing examiners, 
making a total of 354.2 for field engineering and monitoring activities 
for 1957. 

Mr. Tuomas. Out of that number of three-hundred-odd for the field 
Engineering and Monitoring Bureau, you have 153 of them in the 
ilistrict. offices ? 

Mr. Turner. Yes: we have 153 in our district offices. 

Mr. Tuomas. What do you do with the other 180? How many do 
vou have in the common carrier, and so forth ? 

Mr. Turner. In addition to district offices, there will be 146.3 in 
monitoring stations and 53.9 in the departmental service. 

Mr. Tuomas. How many do you have in common carriers? 

Mr. Turner. We do not include those in our figures. 

Mr. Tromas. I know you do not, but common carrier does. 

Mr. McConnavueuey. Mr. Cowgill is Chief of that Bureau. 

Mr. Tuomas. Give me one composite figure for all the bureaus. 
What is your total field employment ? 

Mr. McConnaveney. What he wants is the total number of people 
in the field and how many are here in Washington. 


TOTAL FIELD EMPLOYMENT 


Mr. Cox. The total employment requested for the field in 1957 is 
e429. 
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Mr. Tuomas. That is the figure he gave me a while ago, all in his 
ureau, 

Mr. McConnavueuey. Off the record. 

(Discussion off the record.) 

Mr. Cox. 300 for field engineering and monitoring, 28.2 for com 
ion carrier, and 14.7 for the laboratory, a total of 342.9. 

Mr. THomas. Is there anybody else in here besides field engineer- 
ing and monitoring and common carrier in this 300 figure ¢ 

Mr. McConnauGuey. A few in our laboratory at Laurel, Md. 

Mr. Tuomas. Where are these people located ¢ 

Mr. Cowart. Throughout the field offices in the Common Carrier 
Bureau. We have 1 field office in New York, 1 in St. Louis, and 1 in 
San Francisco. The New York office, I believe, has 19 people in it: 
the St. Louis office has 3; and San Francisco has 5. 


1 
} 


FUNCTION OF COMMON CARRIER FIELD OFFICES 


Mr. THomas. What is the function of your field offices ¢ 

Mr. Cowen. They may be described as policing the common car- 
rier accounting systems through examining the accounts of the Bell 
System companies and the domestic and international telegraph car- 
riers to make sure that their accounts are kept in accordance with the 
system of accounts which is prescribed by the Commission, so that 
we may have data such as costs, expenses, and so forth, upon which 
we may rely both on a continuing basis and in special rate cases. It 
is the only way we can attack our rate problems. 


ComMon CARRIER ACTIVITIES 


Mr. Tuomas. Mr. Reporter, put pages 137, 138, 139, and 140 of the 
justifications in the record at this point. 
(The matter referred to is as follows:) 


V. COMMON CARRIER ACTIVITIES 


The first part of this section presents a general statement and highlight sum- 
mary of the estimates and justification for this function. The remaining pages 
set forth detailed estimates and justifications. 

This section includes the estimates and justification for the Common Carrier 
Bureau and those segments of hearing examiners, Office of Opinions and Review, 
and Dockets Division, which are engaged in common-carrier activities. This 
section also includes the estimates and justification for the functions formerly 
performed by the Accounting Systems Division of the Office of Chief Accountant, 
which was shown separately in previous budget presentations. 


A. GENERAL STATEMENT AND HIGHLIGHT SUMMARY 


This function relates to the regulation of common carriers (public utilities) 
which furnish interstate and foreign telephone and telegraph services to the 
public by wire and radio, and the licensing of all radio used in common carrier 
communications whether interstate or not. Common carriers regulated consist 
of (1) some 5,000 telephone companies providing nationwide domestic telephone 
network with 53 million telephones and gross investment of $16 billion; (2) 
domestic telegraph carrier providing nationwide telegraph system with 23,000 
public telegraph offices, $300 million gross investment; and (3) 18 international 
telegraph carriers providing worldwide telegraph and telephone networks by 
cable and radio that connect with nearly every inhabited point on the globe anid 
ships at sea, $130 million gross investment. 
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The function is required by the Communications Act. international treaties, 
and Executive orders. The purpose is stated in section 1, title I of the Com- 
munications Act,” * * * to make available to all the people of the United States 
a rapid, efficient, nationwide and worldwide wire and radio communication 
service with adequate facilities at reasonable charges * * *” 

The public’s financial interest is indicated by the fact that the annual tele- 
phone and telegraph bill is approaching $6 billion. The public’s interest is 
evident also because these nationwide and worldwide systems are our communi- 
cation lifelines—commercially, socially, and for defense. 

Common carriers regulated by the Commission operate as monopolies or in 
restricted competition. The Commission is responsible for securing by regula- 
tion all the benefits of constantly improving service and reasonable rates that 
normally are obtained by unlimited competition and, at the same time, avoiding 
the disadvantages of unlimited competition . 

Common carrier workloads are increasing, principally as a result of contin- 
ued rapid growth of the telephone industry, development of new services, and 
changing communications requirements of the public. Besides, the Commission's 
activities already are deficient in certain areas, with the result that backlogs of 
unresolved problems have developed. The highlights of this workload and the 
principal areas of deficiency in the Commission’s operations are as follows: 

The telephone industry expects to continue growing at a rate of over $1 billion 
a year, with expanding uses of radio and other new facilities and services intro- 
duced on a nationwide scale, portending a continued growth in service problems 
and numbers of applications. The Commission now receives and processes 
nearly 5,000 applications a year for extensions of lines, radio licenses, reduc- 
tions in service, ete. 

Rates for carrying TV programs, monochrome and color, are expected to re- 
quire extensive hearings. Commission has never determined reasonableness of 
rates for this service—now a $40 million a year business—even though Com- 
munications Act requires that rates shall be lawful, just and reasonable. 

Commmission likewise has never determined reasonableness of rates for over- 
seas telephone service—a $10 million a year business—nor for various tele- 
phone private line services—a $65 million a year business. 

Telephone companies are requesting complete review of depreciation and 
higher depreciation rates—forces an increase in Commission activity. Program 
does not contemplate prescription of depreciation rates for many companies. 

Domestic telegraph carrier urging Government support for end of allegedly 
unfair competition by unification of domestic telegraphy industry as vital to 
its future. Commission should be in a position to conduct full investigation 
of this matter as well as advise Congress on changes that would be in the public 
interest. 

Problems of obtaining adequate telegraph service require more on-the-spot 
field investigations as problems develop in nationwide telegraph systems. Com- 
mission now has only one telegraph engineer. 

Commission’s formula for distributing traffic among international telegraph 
earriers out of balance by $13 million—must be revised. Revision means ex- 
tensive proceedings for Commmission. 

International submarine cables, with 3 scheduled to be completed within next 
3 years and another being negotiated, raise serious problems with respect to 
future status of companies and the balance of competition within the industry. 

Backlog of hearing cases in international regulation requires stepup of Com- 
mission activity. 

Accounting regulation is deficient in coverage of industry. No field studies 
have ever been made of most of the large telephone companies regulated by 
Commission, yet accounting data furnished by companies is relied upon for all 
rate regulation. 

Seventeen thousand sheets of tariff material received and processed each year. 

In contrast to the growing communications industry and increasing regula- 
tory problems. the staff employed in common-carrier activities has been cut 
severely in recent years. The average employment in common-carrier activities 
in 1950 was 168.4. In 1955 the Commission was able to allot only 113.4 to this 
activity with 111.7 allocated for 1956. 

For 1957 an average employment of 122.7 is requested to permit filling some 
of the positions that have become vacant in recent years. The Commission is 
not meeting, and cannot meet, its minimum responsibilities under the Communi- 
cations Act with its depleted staff. The requested level of employment would 














permit progress on the most critical problems mentioned above but would not 
enable the Commission to overcome all the deficiencies in its operations 
request was arrived at after carefully considering both the Commission’s re 
sponsibilities under the Communications Act and the administration’s budget 


directives. 


The low cost of our regulation should be ample indication that the publix 
receives manifold benefits from this activity and should profit in a similar manner 
from more adequate regulation. 

Our regulation costs $1 for each § 


services. 


Our telephone regulation costs less than 1 penny per telephone per year. 
The following chart illustrates the growth of the industry versus the decline 
the Commission’s regulatory staff in recent years: 
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Gross Operating Revenues of industry (Billions) 
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1950 


Average employment for each principal activity for 1955-57 is shown 
following summary and supported in the subsequent detailed presentation : 
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Total, common-carrier bureau 
5. Hearing examiners 
)}. Opinions and review 


7. Dockets 


Total, common-carrier activities _- 
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PERSONAL SERVICES 


Mr. Tuomas. You go from an average employment of 113.4 in 
1955 to 111.7 in 1956, to 122.7 in 1957. 

Mr. Cowaitt. Yes, sir; that is correct. 

Mr. Tromas. That is in the domestic telephone, domestic tele- 
graph, international rate regulation, and service regulation and 
statistics activities ? 

Mr. Coweiti. Yes, sir; that is right. 

Mr. ‘litomas. That is the total ? 

Mr. Cowan. Yes, sir. 

Mr. Tuomas. You break that down into domestic telephone, 44.1 
employees for 1955, 43.5 for 1956, and 48.5 for 1957. 

You say: 

Ratemaking for nationwide interstate and foreign telephone services furnished 
by some 5,000 telephone companies. Principal kinds of interstate services of 
telephone companies are: Message toll, $1 billion annual revenues; private-line 
telephone, $65 million annual revenues, 

You had a table that showed that information. 

Here is a sentence that is worth repeating: 

In contrast to the growing communications industry and increasing regula- 
tory problems, the staff employed in common carrier activities has been cut 
severely in recent years. The average employment in common carrier activities 
in 1950 was 168.4. In 1955 the Commission was able to allot only 1138.4 to 
this activity with 111.7 allocated for 1956. 

For 1957 an average employment of 122.7 is requested to permit filling some 
of the positions that have become vacant in recent years. 

The low cost of our regulation should be amplé indication that the ptiblic 
receives manifold benefits from this activity and should profit in a similar 
manner from more adequate regulation. 

Our regulation costs $1 for each $7,200 the public spends on communication 


" a telephone regulation costs less than 1 penny per telephone per year. 

That is quite remarkable, is it not? 

I have in the back of my mind that you used the figure of $5 billion. 
What was that $5 billion in revenues / 

Mr. Coweitt. That is the gross revenues of the telephone commu- 
nications industry. 

Mr. Osrerrac. Is that the return to the Treasury of the United 
States / 

Mr. Tuomas. No, that is their gross revenue. 

How is that broken down between telephone and telegraph, long 
distance and short lines? I do not believe you have it broken down. 

Mr. Cowart. It is broken down in the operations as we come to 
them in our budget justification. 

Mr. Tuomas. But as to the broad overall figure of $5 billion, do 
you have it broken down in detail ? 

Mr. Cowaiiu. No, it is not shown on any single table. 

The $5 billion, in round figures, could be broken down to $1 billion 
for interstate, including message toll and private line services. 

GROWTH OF COMMUNICATIONS INDUSTRY 

Mr. Tromas. You had a table and I cannot put my finger on it 
right now, showing the growth over the last several years of the in- 
dustry. Can you put your finger on that? 

Mr. Coweu.. That is on page 139, Mr. Chairman. 
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NUMBER OF TELEPHONE COMPANIES 


Mr. THOMAS. Ratemaking for nationwide interstate and foreign 
telephone services furnished by some 5,000 telephone companies. 
Principal kinds of interstate services of telephone companies are 
we read that into the record, did we not ‘ 

Mr. McConnavuauey. Yes, sir. 

Mr. Coweitt. Yes, sir. that is correct. 

Mr. Tuomas. Where do you get that figure of 5,000 telephone 
companies 

Mr. Cowan. That figure includes all of the so-called independent 
telephone comp: nies in the United States. 

Mr. Tuomas. How does that break down between the small inde 
pendents, we will call them. and the major companies 4 

Mr. Cowaiti. Well, the Bell System has 25 associated, companies 
which make up that system, and the long lines department, which 
is the interstate operating entity. 

From there on, you move into all of the small independent com 
panies to make up this total of approximately 5,000 companies. 

Mr. THomas. How many stations do the 5,000 companies have and 
what part of them are owned by the majors and what part by the 
independents ? 

Mr. Coweiii. There are some 53 million or 54 million telephones in 
the United States. 

Mr. Tuomas. That is in the record someplace. Can you put your 
finger on it ? 

Mr. Cox. That is on page 137 of the justific ations, Mr. Chairman. 


Mr. Coweiti. Yes: on page 137, 53 million tele be In round 
figures that would break down to about 80 percent Bell System and 20 
percent for the independents. 


FUNCTION OF THE COMMON CARRIER ACTIVITY 


Mr. Tuomas, I think this paragraph is worth repeating. I will 
read it out loud again : 

This function relates to the regulation of common carriers (public utilities) 
which furnish interstate and foreign telephone and telegraph services to the 
public by wire and radio, and the licensing of all radio used in common-earrier 
communications whether interstate or not. Common carriers regulated consist 
of (1) some 5,000 telephone companies providing nationwide domestic telephone 
network with 58 million telephones and gross investment of $16 billion; (2) 
domestic telegraph carrier providing nationwide telegraph system with 23,000 
public telegraph offices— 

Before they remove any of these offices, they have to have your per- 
mission ; do they not # 

Mr. Cowerty, That is true. 

Mr. McConnavucuey. Yes, sir; that is right. 

Mr. Tomas (reading) 
$300 million gross investment, and (3) 18 international telegraph carriers pro- 
viding worldwide telegraph and telephone networks by cable and radio that 
connect with nearly every inhabited point on the globe and ships at sea, $130 
million gross investment. 

After all, the international boys and Western Union are pretty small 
as compared with the long lines and the short lines; are they not ? 
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Mr. Cowariu. That is true. 

Mr. McConnavcuey. Yes; very small. 

Mr. Tuomas. What are some of your headaches in this division on 
a year-to-year basis and what progress are you making toward solv- 
ing them? How effective are you when it comes to having accurate 
information as to substantiating a “No” or “Yes” answer in a rate 
increase case in any service ? 

Of course the purely intrastate business does not come into the Com- 
mission. You do not have any jurisdiction over that, do you? 

Mr. McConnavauey. No. 


STATES WITHOUT A REGULATORY AGENCY 


Mr. Tuomas. You have close liaison with your State regulatory 
agencies. What is the number of States and what are the names of 
them that do not have a State regulatory agency ? 

Mr. Cowart. Iowa and Texas. 

Mr. Tuomas. Off the record. 

( Discussion off the record. ) 

Mr. Tuomas. In the States that do not have a regulatory agency, 
what protection does the user of the services within those States have, 
and if he does have any protection, where does he get it, from the 
Federal Communications Commission ? 

Mr. Cowaitt. No, he gets it on a local basis, city by city. 

Mr. Tuomas. Where does the city get it? I know of no cities in 
my own State that are particularly equipped to do this job. 

‘Mr. McConnaveney. Theoretically that is what they do. They 
are the only ones having that authority. 

Mr. Tuomas. In the final analysis the courthouse is the answer ? 

Mr. McConnavueuey. That is right. 

Mr. Tuomas. Who is qualified in the courthouse to answer these 
very complex and technical questions ? 

Mr. McConnavcuey. Generally, no one. 

Mr. Tuomas. Well, the utilities themselves are the ones most quali- 
fied todo that. They have their experts and, in the final analysis, you 
have to trust their judgment, do you not? 

Mr. Bartiey. Mr. Chairman, I would like to ask Mr. Cowgill, be- 
cause he is in that Bureau, to tell you a little about the history of the 
requests which cities have made for information in connection with 

their rate cases. 

Mr. Tuomas. Surely, I shall be glad to have that information later. 

What progress are these two great States of Texas and Iowa making 

in coming up with some type of regulatory body ? 

Is there any move afoot that you know of to do that? 

Mr. Dorrrer. Nobody knows; it comes up perennially. 

Mr. Tuomas. You mean it comes up every year and nobody does 
anything about it? 

Mr. Dorrrer. Yes. 

Mr. Tuomas. What is the argument against setting up one of these 
regulatory bodies? 

Mr. McConnaveuey. There is no valid argument against it. 

Mr. Tuomas. Do the utilities fight it ? 

Mr. McConnaveuey. I do not know 
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Mr. Tuomas. Commissioner Bartley, what is the history of it in 
Texas ? 

Mr. Barter. I am not so sure but that the companies might defi- 
nitely approve a State commission as contrasted with the conditions 
under local jurisdiction. 

Mr. Tuomas. Is it because the various cities and towns in these 
States do not want to give up their jurisdiction over the matter‘ 

Mr. Bartriey. That would be my guess about Dallas. 

Mr. Tuomas. Do these various cities and towns, where they want 
to maintain their jurisdiction, have a staff of qualified experts to deal 
with the subject ? 

Mr. Dorrrer. They get their expertness mostly by hearing what 
goes on in their State or community, and they start from the end 
and work back a little bit. 

Mr. Tuomas. If they have 10 contests, do they not usually give them 
increases in about 9 out of 10, or 10 out of 10? 

Mr. McConnavueuey. In Texas, your railroad commission is a 
pretty able commission. 

Mr. Tuomas. Yes; they have some able men on it in the field of 
oil and gas, but what about the field of railroads, and this particular 
tield @ 

They do not have any jurisdiction over them, do they ? 

Mr. McConnauGuey. No, sir, they do not. It never was given to 
them by your State. 

Mr. Dorrrer. They still have the nickel public telephone in Texas. 

Mr. Bartiey. I was not going to mention that. 

Mr. Tuomas. Yes; it is a dime ev ery place else. Maybe we do not 
need that. They keep that nickel rate in effect but maybe they boost 
the home rate. 

Mr. Barritey. That may be. I do not know what happens to the 
local rate as the result of that. 

Mr. Tuomas. How is this Bureau doing? 

Mr. McConnavecuey. Mr. Cowgill. 

Mr. Coweirtt. The Bureau is accomplishing as much, I believe, as 
it could reasonably be expected to accomplish with all of the consid- 
erations that you might take into account in making an answer to that 
question. 

TOTAL EMPLOYMENT IN BUREAU 


Mr. THomas. What is the total employment in the Bureau now? 

Mr. Cowart. In the neighborhood of 108. 

Mr. Tuomas. How much do you want to increase that number? 

Mr. Cowerti. We want to increase it by about 11 persons. 

Mr. Tuomas. What are these 11 people going to do? 

Mr. Cowerti. It is proposed to scatter them throughout the Bu- 
reau’s operations, in telephone, telegraph, and in the international 
field, to strength the weak spots as we see them in the organization. It 
is not for any specific single project. This thin spreading of some 
additional personnel, we believe, will give us additional strength to 
keep our work more current. 

Mr. McConnavcuey. Most of them, Mr. Chairman, are listed here 
on page 140 as going to rate regulation. Five of the 11 are assigned to 
rate regulation of domestic telephones. 
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OTHER OBLIGATIONS 


Mr. Tuomas. Mr. Reporter, put page 171 in the record and the table 
on page 172. 
(The matter referred to is as follows :) 


VIL. OTHER OBLIGATIONS 


A. SUMMARY 


The items in this section cover all requirements of the Commission for other 
than personal services. In general, these estimates are based on requirements 
for previous years. Although we have tried to hold estimates at or below the 
1956 level, we find it necessary to request increases for some of the object «lassi- 
fications. Over the past few years we have been able to reduce these costs but 
we nov have reached a poirt beyond which we do not believe further reductions 
can be made without impairing the operaticns of the Commission. It is essential, 
therefore, that some increases be permitted to meet new or increased costs. 

The following schedules set forth the actual distribution cn nonpersonal serv- 
ices obligations for 1955 and estimates for 1956 and 1957 by object class and by 
major activities. 


1955 actual | 1956 estimate | 1957 estimate 


BY OBJECT CLASS 


02 Travel . J 7 $63, , 000 $118, 000 
03 Transportation of things 13, § , 000 14, 000 
04 Communications services , 000 2 193, 900 
05 Rents and utilities Z 5 , 000 53, 000 
06 Printing and reproduction 2 29, 000 30, 000 
07 Other contractual services 900 123, 900 
08 Supplies and materials , BB . 000 114, 100 
09 Equipment . ‘ , 000 95, 700 
10 Land and structures : , 500 4, 21K) 
13. Awards and indemnities 600 500 


Total -_- ¥ eo ; , 000 747, 300 


BY ACTIVITY 


I. Applied technical research and frequency allocation -_--- 5g , 274 47, 000 
II. Broadcast , 198 61, 700 
III. Safety and special radio services : } 5, 128 69, 600 
IV. Field engineering and monitoring P . . c , 5 371, 469 400, 000 
V. Common carrier ; 26, 7% , 975 34, 600 
VI. Executive, staff, and service bibs whecese ¥ 3, 956 112, 400 
Network study a ‘ : , 000 22, 000 


Total Bt i 2 ee . ,7aa , 000 747, 300 


1 Does not include $9,400 paid from working funds. 
2 Does not include $4,900 paid from working funds. 


B. JUSTIFICATION BY OBJECT CLASSIFICATION 


Organization unit 1955 actual | 1956 estimate | 1957 estimate 


Offices cf Commissioners $10, 486 $11, 700 $12, 600 
Office of Hearing Examiners 735 750 1, 200 
Office of Administration 64 100 100 
Office of Secretary 446 500 TH) 
Office of Chief Encvineer 3, 482 , 000 .950 
Office of General Counsel 1, 349 , 500 3, 000 
Field Engineering and Monitoring Bureau 28, 272 37, 000 54, 200 
Common Carrier Bureau 4,021 , 150 , 000 
Safety and Special Radio Services Bureau ‘ 6, 223 5, 800 , 700 
Broadcast Bureau ; 8, 201 7. 500 , 500 

Network study i a 4 000 3, 000 


NS oa eens ; : ut 37, 000 , 000 
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TRAVEL 




















Mr. Tuomas. Travel under “Other obligations” increases from $87 
000 in 1956 to $118,000 in 1957. That is mainly because of the increase 
in the per diem rate. 

Communications services jump from $183,000 to $193,900. 








EQUIPMENT 









What is this increase in your “Equipment,” from $86,000 to $95, 
(WOO ¢ 

Mr. Cox. Mr, Chairman, with respect to equipment, as you will re 
call, Tam sure, each year we justify our request in terms of a detailed 
iustification, starting from zero rather than in terms of an increase 
over the prior year. Those pages you have in the justifications be 
ginning on page 179 account for all items for which funds are re 


quested. 










OTHER CONTRACTUAL SERVICES 








Mr. Tuomas. Mr. Reporter, put in the record at this point page 176 
of the justifications which contains a table on “Other contractual 
rervices.”” 

(The matter referred to is as follows :) 












O? Other contractual services 








Type of service 1955 actual | 1956 estimate 1957 estimat: 











(a) Buildings and ground maintenance $15, 678 $15. 000 $15, 000 
(6) Repair, care, and storage of vehicles 24, 168 23, 000 23, 4K 
(c) Security investigations 8, 648 5 000 & OOO 
(d) Nursing services 3, 900 3, 900 3. 900 
(e) Relocating Alaska monitoring station 10, 677 7, 000 7, 000 
(f) Contribution for support of Air Coordinating Committee : 21, 000 21, 000 
(g) Employee life-insurance program 22, 860 23, 000 23, 000 
(h) Other miscellaneous contractual services 24,113 15, 000 23. 000 









Tete. 260. < ete casas 110, 044 112, 900 123, 900 









Mr. Tuomas. Your estimate for “Other contractual services” in 
creases from $112,900 in 1956 to $123,900 in 1957. 

The item for “Buildings and grounds maintenance” is $15,000, which 
is constant every year. What do you do with that money / 

Mr. Turner. That has to do with the maintenance of the building 
and protecting our investment. 

Mr. Tuomas. Where are the buildings located / 

Mr. Turner. At the primary monitoring stations. 

Mr. Tuomas. Does the General Services Administration do this 
work for you? How many of them are Government-owned and how 
many do you rent, and who pays your rent? Does the General Services 
Administration / 

Mr. Turner. Not at the monitoring stations. They are exempted 
by the General Services Administration. 

Mr. Troomas. You say they are exempted by the General Services 
Administration / 

Mr. Turner. Yes, sir. 

Mr. Tuomas. Is that on account of security reasons / 
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Mr. Turner. They felt that it would be more expensive to them to 
include them in their operations because they purposely are located 
in places which are remote from cities. 

Mr. THomas. What is this item of “Other miscellaneous contractual 
services”? You jump from $15,000 in 1956 to $23,000 in 1957. What 
are they / 

Mr. McConnavcuey. That is on page 176. 

Mr. Cox. Are you talking about “Other miscellaneous contractual 
services,” at the bottom of page 176 ? 

Mr. Tuomas. That is right. 

You say maintenance of remote control installations for monitoring 
operations is a continuing problem. 

Mr. Cox. That is discussed in detail starting at the bottom of 
page 177. 

Mr. Tomas (reading) : 

Some of the control installations have been in operation for a number of years. 
To meet maintenance costs for ditching for cables, pole erection, erection of 
metal direction finder structures, and so forth, it is estimated that $5,000 will 
be required. 

Mr. Cox. Yes, sir. 

Mr. Tromas. You say, “The Portland, Powder Springs, Kingsville, 
Allegan, and Lanikai Monitoring stations will require funds for con- 
trol of tree and brush growth,” and so forth. 

Mr. Cox. Yes, sir. 


SUPPLIES AND MATERIALS 


Mr. Tuomas. Supplies and materials ae from $94,000 in 1956 to 


$114,000 in 1957. You have gasoline and oil, $15,000. 
How many automobiles do you have? 


AUTOMOBILES 


Mr. Cox. Ninety-five. 

Mr. Tuomas. How many do you want to buy this year? 

Mr. Cox. We want to replace five of them. 

Mr. Tuomas. Are you doing any business with the General Services 
Administration ? 

Mr. Cox. That is, with respect to this matter of automobiles? 

Mr. Tuomas. Yes. 

Mr. Cox. We have before us a proposal from the General Services 
Administration to which we are in the process of preparing a reply. 
Under this plan they will take over our 2 trucks and 1 station wagon, 
here in Washington. 

Mr. Tuomas. Where are your 95 automobiles stationed ? 

Mr. Cox. Those are out in the field. 

Mr. Tuomas. Out in the field ? 

Mr. Cox. Yes, sir. All of them. 

Mr. Tuomas. Are any of them located near any of the big stations 
of the General Services Administration ? 

Mr. Cox. Yes, sir; in New York City, for example, there would be 
some which might come under such a plan. 

Mr. Tuomas. Are you going to do any business with them, or can 
you operate your own automobiles che: aper than the General Services 
Administration ? 
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Mr. Turner. The cars in the field are equipped with apparatus such 
us direction-finders, transmitters, receivers, and so forth. 

Mr. Tuomas. All right, you are exempt then. 

Mr. Turner. We are having negotiations with GSA about them and 
they are exempting us. 

Mr. Tuomas. All right, maybe it is wise not to bang up some of 
your equipment where it might cost you 2 or 3 weeks lost time, or 
310,000 to fix up 1 truck. 

Mr. Evtns. Mr. Chairman, you have given a very thorough exam- 
nation on general matters pertaining to the Federal Communications 
Commission. However, I do have a few questions which I would 
like to ask. 


FUNDS REQUESTED OF BUREAU OF THE BUDGET 


How much did the Bureau of the Budget cut your request, Mr. 
Chairman? 

Mr. McConnavueuey. About $200,000. 

Mr. Cox. $210,000. 

Mr. Evins. You were not able to make out a case with the Budget 
Bureau for more funds? 

Mr. McConnavucuey. We made a case with the Bureau of the 
Budget for a lot more funds for 1957 than we got for 1956, about 
$527,000, but we could not make out a case for the full amount which 
we requested by $210,000. We did make out a case for more money 
than we have now. 

Mr. Evins. Were they impressed or not impressed with your appeal 
of a large backlog of work ¢ 

Mr. McConnavuauey. Well, I think they were impressed, and that 
is the reason they gave us more money. 

Mr. Evins. They did not give you the amount that you asked for? 

Mr. McConnavauey. No; they did not give us all we asked for. 

Mr. Evrys. This committee wants to see your Commission do a 
ood job in the public interest. 


FUNDS APPROPRIATED TO REDUCE BACKLOG 


It has been my observation since I have been on this committee 
that each year you come in with a perennial claim of a backlog, 
that you always have a backlog. Last year we provided your Com- 
mission with a substantial increase of funds to help reduce your 
backlog. 

Mr. Tuomas. What was it? 

Mr. McConnaveHey. $90,000 was the amount you gave us. 

Mr. Tuomas. It was $170,000. 

Mr. McConnavucuey. It was $80,000 for the network study and 
390,000 in additional funds for the backlog. 

Mr. Evins. The chairman asked you at that time: What would it 
take to do the job? And we then made an appropriation of funds 
to serve your needs. We thought this year you would come in and 
say we are current on our backlog. We had the lady Commissioner 
testify before us almost in tears, saying that you could not get help, 
and we wanted to help you out and we did, but this year it seems 
to be about the same story again. 
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When, Mr. Chairman, can we expect you to be reasonably current 
with your backlog ¢ 

Mr. McConnavuGuey. I cannot answer that, Mr. Evins. 

I think, due to the fact that you did give us some additional funds 
last year, that we are more current than we would have been other- 
wise. 

Of course, no one can predict what is going to happen with reference 
to a new industry like this. It is not a stable thing, where you have 
things cut and dried, and you cannot predict what and how many 
applications will be made in home radio, and so forth. 

Also, we do not know what the television story is going to be. We 
do not know what developments will occur in the way of scientific 
and electronic developments in that field. 

Mr. Evins. In your justifications I read where you stated that you 
had now had sufficient experience to be able to anticipate and project 
ahead on these things. 

Mr. McConnavuGuery. Well, we do the best we can in that respect. 

Mr. Evins. It is my observation, Mr. Chairman, that this Commis- 
sion is larger in numbers of personnel than the average commission, 
and it receives annually a larger appropriation than most of the 
average commissions. 

Mr. McConnavGuey. I do not know about that. 

Mr. Evins. This is a 7-man commission and some of our commnis- 
sions are 5-man commissions. 

Mr. McConnavcGuey. You are speaking of the number of people 
on the Commission / 

Mr. Evins. Yes: the number of Commissioners and the number of 


personnel staff of the Commission. 
Mr. McConnavcuey. Yes. 


DAYTIME RADIO STATIONS 


Mr. Evins. Mr. Chairman, there are a mapeeer of small daytime 
operating radio stations that apply for a waiver or pe srmit for emer- 
gency use, or nighttime use, but it is seemingly never granted to them. 
I am advised that even in instances of hurricane or tornado or other 
disaster that the Commission will not alter its rule and grant an emer- 
gency use of night operation to a daytime certificated operator. 

Mr. Hypr. There are provisions in the rules to permit emergency 
time where there is a real emergency, but there are many requests for 
nighttime operation in order to take care of a basketball game or some- 
thing like that, and a station limited to daytime operation is unable 
to accommodate that. 

There are about 900 plus daytime broadcasting stations which have 
been permitted to operate under these conditions because they do not 
cause the interference which they would cause if they operated at 
night. 

There is a petition pending before the Commission for some change 
in the rules in regard to that, and I expect the petitioners will want to 
show what advantages there would be from operating at night as 
against any disadvantages. 

The problem arises from the fact that you can operate a station at 
a given point on a given frequency in the daytime without causing 








1525 












the interferences with other stations which would occur if it were 
operated at night. 

Mr. Tromas. The information is in the record in narrative form. 
Will you set up a table at this point showing the number of licenses 
eranted for daylight full-time radio stations and then the number of 
V stations. Do you have in mind what that figure is / 

Mr. Hype. It is around 450 now operating but I think it would be 
hetter to provide a statement on that. 

Mr. Tuomas. It is more than 450; is it not ? 

Mr. McConnavouey. He is speaking of TV stations. 

Mr. Tuomas. You have regular daytime radio stations. 

Mr. Hyper. Mr. Chairman, I think it would serve your purpose 
hetter if you allowed us to give you a complete up-to-the-minute 
schedule on that. 

Roughly, there are some 2,800 radio stations, and some 450 TY 















stations. 
Mr. Evins. There are practically 1,000 full daytime stations / 
Mr. Hyper. Between 900 and 1,000. 

(The following information was submitted later :) 





















Jan. 





Vumber of authorized broadcast stations as of 











Standard broadcast (AM) : 
Unlimited time __- 
Daytime only 










EO ets cats : beat 2, 0 
Frequency, modulation broadc ast (FP M) 






Television broadcast (TV) : 
VHF (channels 2-13) : 109 
UHF (channels 14-838)__- sete tne tae ; 























Total_ chien a ese eee cana 
Auxiliary, experimental, ete. ee ; 5 és 





Total authorized broadcast stations___........_______ 





Mr. Evins. How many cases has the Commission had of the emer- 
vency use of daytime stations at night? 

Mr. Hype. Very few for these temporary operations. 

Mr. Evins. You say that the authority exists for that purpose, but 
in how many cases have vou exercised that authority and approved of 






such use / 

Mr. Hypr. Our rules permit them to operate in times of flood or 
calamity without even coming to us, by satisfying the conditions of 
the rules. I cannot recall any grants to use special time arising. 

Mr. Evins. Suppose there is a tornado or a hurricane or a flood 
and they go ahead and make a broadcast without having received 
permission from the Commission; they then would be subject to a 
penalty for doing that, would they not? 

Mr. Hype. No: they are not. As I say, our rules provide for that. 

Mr. Evins. Do you take disciplinary action or revoke their license 
in such cases ¢ 

Mr. Hype. No. 

Mr. Evixs. Have there been any cases In which you have granted 
the emergency use of time upon applic ation ? 
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Mr. Hyper. There is a blanket allowance for operations in such an 
emergency. 

Mr. Keneuan. We have had a number of inquiries about operations 
for emergency purposes. aged 

Mr. Evins. But they did not happen to be emergencies in your 
opinion / 

Mr. Hype. No: we merely call attention to the rule which exists on 
the books which permits them to operate without any authorization 
from the Commission in such cases of emergency. 

Mr. Barriry. How far back are you going with that question ? 

Mr. Evins. The last couple of years. 

Mr. Barrier. I can only rec: all one time since I have been on the 


Commission that a daytime station was given leave to go beyond his 
closing hours. 














EFFECT OF MERGER OF WESTERN 











UNION AND POSTAL TELEGRAPH 

Mr. Evins. Mr. Chairman, how has the merger of the Western 
Union and the Postal Telegraph communications services affected 
rates and service to the public? 

Mr. McConnavucuey. Mr. Cowgill. 

Mr. Evins. How has the merger or consolidation of those two com- 
panies affected the rates and service to the public? 

Mr. Coweritt. Well, we will take service first. 

Statistics show more satisfactory service than existed at the time 
of the merger or consolidation of the two companies because of unified 
service. 

On the question of speed of service, I would say there has been some 
improvement. 

As to the availability of service, there has been a reduction in the 
number of offices, particularly in the smaller communities. Many 
railroad station offices have been eliminated and the number of com- 
mercial offices has decreased, but they came to the Commission in each 
of those cases, and they have been permitted to do it. 

Mr. Evins. How many Western Union stations since the merger was 
effected, have been abolished, in round figures? 

Mr. Cowaitu. I do not have that figure in mind. 

Mr. Evins. You said there have been a number but you do not know 
how many? 

Mr. Cowen. No; I do not know how many. 

Mr. Evins. How many extensions have been built in other areas? 

Mr. Coweriu. I do not have that figure either. There have not 
been many. 


Mr. Evins 
has there not ? 

Mr. Coweinu. Yes, sir. 

Mr. Evins. As to rates, can you tell us about the rate situation ? 
Have the rates gone up, remained constant, or declined ? 

Mr. CowaiLtu, The rates have gone up since the merger in 1948. 

Mr. Evins. Did the Commission approve all of those rate increases ? 

Mr. Cowemn. The Commission has considered them. It depends 
on what you mean by approved. 

Mr. Evins. They filed an application for a rate increase in each 
of those cases ? 


There has been more of a contraction than expansion: 
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Mr. Cowart. Taritts were filed with the Commission and in effect, 
the Commission has approved those increases. 

Mr. Tuoomas. And the rates have also gone up for Government use 
of telegraph facilities? 

Mr. Coweitn. To the same extent, yes. 

Mr. Bartiey. Not tothe same extent, as the Government differential 
has been removed completely. 

Mr. Cowe1Lu. That is correct. 

Mr. Evins. But the total cost to the Government, based upon the 
rate structure, has been increased / 

Mr. CowaiLui. In the telegraph field. 

Mr. Evins. There is more communication use, but the point I make 
is that the rates to the Government have gone up? 

Mr. Cowaitu. Yes, sir; that is true. 

Mr. Evrns. And the rates to the public have gone up ? 

Mr. Cowan. Yes, sir; that is true. 

Mr. Evins. There has been a lessening of the number of stations, 
more of a contraction and taking them out of the small towns, and 
elsewhere # 

Mr. Cowart. Generally speaking, that is true. 

Mr. Evins. But you cannot tell me the figures? 

Mr. Cowart. No; I do not have the figures in mind. 


MONOPOLY OF LARGE TV COMPANIES 


Mr. Evins. What is the situation with respect to the large television 
companies, monopolizing the channels in TV broadcasting? Are they 
eliminating the little companies, or the independents, are they absorb 
ing them, or what is the situation ¢ 

Mr. Hype. If you would like to have a statement on that, I will 
say that the Commission has had a multiple-ownership rule; that is, 
we have put a ceiling on the number of TV stations that may be 
operated under common control. The figure had always been at 5 
stations, and we increased that number to 7 on condition that the sta- 
tions above the number of 5 would operate in the ultra-high- frequency 
field. 

That change was made to provide an incentive for development of 
the ultra-high-frequency channels. ‘This multiple-ownership limita- 
tion has effectively prevented any one interest from acquiring control 
or ownership of stations in the TV field beyond that number. 

Mr. Evins. One individual or one corporation can now own, with 
Commission approval, seven broadcasting stations ? 

Mr. Hype. The rule provides a ceiling of seven. They cannot go 
above that, and they cannot own one station without our permission. 

I should like to mention to you that a decision under that rule 
has been appealed to the court of appeals. We lost in the lower court. 
We obtained a certiorari and are going to the Supreme Court, and we 
expect to win there. 

Mr. Ostrerrag. Mr. Commissioner, are you referring to network 
controls or ownerships ? 

Mr. Hyper. I am referring to ownerships and licenses of stations. I 
am not referring to the affiliation of stations and networks. 

Mr. Ostertac. Is it true that some net works do own certain stations ? 

Mr. Hype. Yes, sir. 
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The American Broadcasting Co., for instance, owns five television 
stations. 

Mr. Osrertac. Then it would apply equally to networks as well as 
to any other corporation; is that correct ? 

Mr. Hype. Yes; it applies right across the board. 

Mr. Botanp. You have gr anted them the right to have 7 stations 
provided 2 2 are in the UHF field. Did the American Broadcasting 
Co. accept that control over them / 

Mr. Hyper. No; they have not. 

Mr. Botanp. Has CBS or have any of these big networks exercised 
the right to own two UHF stations / 

Mr. Hype. Yes. 

Mr. Botanp. How many does the National Broadcasting Co. have 4 

Mr. Hyper. They applied for 2 additional stations of that type, 
in Buffalo and 1 in New Haven. 

The Columbia Broadcasting System has apphed for a station in 
Milwaukee which they now have in operation and they also have an 
application pending for an ultra-high-frequency station in New 
Kngland. 

Mr. Evixs. Your rules formerly permitted one individual or corpo- 
ration to own up to 5 stations, and then they were amended to permit 
| individual or corporation to own up to 7? 

Mr. Hype. That is right. 

Mr. Evins. When was that amendment adopted by the Commission 4 

Mr. Hype. I believe late in 1954. 

Mr. Evins. And subsequent to that, you had a court contest on that 
ruling ¢ 

Mr. Hypr. The Storer Broadcasting Co. appealed to the district 
court and won a decision against us there. We have since been granted 
a certiorari to goto the Supreme Court with it. 

Mr. Evins. And you feel that you will be granted a favorable deci- 
sion in the Supreme Court ? 

Mr. Hype. Yes. 

Mr. Evins. What is the situation with respect to interconnecting 
chains? What is the situation with respect to their monopolization 
of the field / 

NETWORK STUDY 


Mr. Hyper. In the matter of network broadcasting stations, wher- 
ever they can get access to a network, they are very eager to obtain 
that affiliation because the development. of television ‘broadcasting 
has been largely carried on by the networks. Very few of the inde- 
pendent stations have succeeded’ and those were in the very large 
markets. Most of the stations in the larger markets are affiliated 
with one network or another. 

Mr. Evens. Is the Commission adequately empowered to cope with 
these network situations or do you need additional legislation to 
handle them ? 

Mr. Hype. We are making a study for the purpose of determining 
what, if any, additional authority we ought to have. That study has 
just gotten well underway and we have thought it best when we have 
been asked that question to urge that a c: areful study be made before 
undertaking to determine what type of rules should be adopted. 
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Mr. Evins. Does that include the possibility of a broadcasting 
licensee also owning allied industries and the sale of television equip 
ment which they advertise over their own networks / 

Mr. Hypr. Our study might be better described as a study of 
broddcasting and we are studying these various phases of it. We are 
studying every situation that might have some bearing on broadecast- 
ing services. 

Mr. Evins. In other words, it might have a tremendous advertising 
and competitive advantage in Just putting in a commercial about 
their own product in competition with others. 

Mr. Hype. Up to now, we have been undertaking to obtain informa 
tion from licensees, networks, advertising agencies, national spot 
representatives, talent agents, and any individual who has informa 
‘ion that would be relevant or helpful. We expect that our study will 
broaden as it proceeds. 

Mr. Evins. I believe this committee gained the impression from 
last year’s testimony that you probably lacked authority, that you 
had a difficult situation in coping with them—interstate networks. | 
think the Government ought to have suilicient authority to regulate 
such situations tending toward a monopoly. 

Mr. Hyper. The Communications Act as it now stands does not give 
us direct authority to regulate networks. We have network regula 
tions but they are directed to stations which engage in network broad 
casting. Networks are not subject to our licensing authority, except 
in relation to stations which are licensed to networks. 

Mr. Evins. Your authority generally in interstate commerce is con 
fined to station licensing / 

Mr. Hype. There is no question, in my judgment, but that there 
would be constitutional authority to make regulations if it were de 
termined that some such type of regulation should be undertaken. 

We have urged for several years past that this is a subject of which 
some study ought to be made, and last year funds were appropriated 
for that purpose. 

Mr. Tuomas. You received $80,000 for that purpose this year. 

Mr. Hype. We have $80,000 this year and are requesting $141,000 
for next year. 

Mr. Evins. I think the inherent authority exists, and I think the 
Commission ought to proceed rapidly with its study, and that it ought 
not to wait until these monopolies are so tremendous that you cannot 
cope with them. 

Mr. Hype. We are doing it now with the $80,000 appropriation. 


COMMUNIST APPLICATION 


Mr. Evins. In your annual report, you said something about deny 
ing an amateur or commercial operator's license to any member of a 
Communist group. What action does the Commission take on such 
applications if you have suspicions that the applicants are members 
of a Communist group / 

Mr. Hype. We have proposed regulations which would require an 
applicant for a radio operator’s license to answer questions going to 
that point. 

As a matter of fact, anticipating the adoption of regulations, we 
have adopted the practice of asking operators questions along that line. 
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In a few instances, they have refused to give this information and in 
other instances, the replies made have not been satisfactory. We are 
trying to work out an effective way of handling this problem. 

‘Mr. Evins. Have you denied any applications on that basis? 

Mr. Hype. We have not denied them as a final adjudication of the 
matter after hearing but there have been a number of instances where 
applications have been abandoned as a result of questions raised. 

Mr. Evrns. Is that information brought to you by the papers filed / 

Mr. Hype. Not usually, no. 

Mr. Evins. How do you get that information ? 

Mr. Hype. We are talking about operators. Actually, this is an 
individual matter and we handle thousands of applications for oper- 
ator’s licenses a year. It is an individual matter. 

Mr. Evins. Do you send them a questionnaire to be filled out, or 
do you ask them questions, or how do you get the information on 
which you make your decisions? 

Mr. Hype. If we get an unsatisfactory answer, we ask for help 
from the Department of Justice. 

Mr. Evins. But you have not denied any applications on that basts ? 

Mr. Hype. Except where they have not shown up for a hearing after 
notice. 

Mr. Evins. What has been the experience of the Commission with 
respect to having two television stations in a small town, say one of 
about 20.000 or 25.000? 


TWO TV STATION TOWNS 


Mr. Hype. The only instance I can think of, of where there was the 
question of more than one TV station in a small area, is in my own 
State of Idaho. There is a TV station in Twin Falls, Idaho. An- 
other applicant applied for a license to put in a station to repeat the 
programs of a Boise, Idaho, station. 

The Commission raised the question as to whether it would be in 
the public interest to allow somebody a license to build a satellite 
station and to enter into competition with another station which offered 
full local station services. Then the new applicant amended his 
application to include local services, and the Commission granted it. 

We would be entering into a very difficult field, if we attempt to 
protect an existing operation against the competition of another simi- 
lar operation. 

Mr. Evins. That is the point the chairman pointed out, that these 
valuable property rights are increasing every year and are tending 
toward a monopoly in certain areas. 

Mr. Hype. May I say they vary in value almost in direct relation- 
ship to the size of the community. If it is a permit in a small com- 
munity it may be a liability. If it is in New York City, it may be 
worth millions. 

BAN ON STAFF CONSULTATION 


Mr. Evins. You state on page 8 of your annual report that— 


One handicap that is particularly detrimental to expeditious functioning stems 
from the present ban on the Commission consulting its own keymen on adjudi- 
catory cases in which the latter have no participating connection. 
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Mr. McConnavouey. That is right. 

Mr. Evins. And you state that— 
seing denied the benefit of the views of these top staff experts, who advise the 
Commission on other matters falling within their respective fields, causes 
unnnecessary delay and prevents proper utilization of staff services. 

Mr. McConnaveuey. That is right. I have tried to get Congress 
to change the law, but they have not done it. I cannot even talk to 
a hearing examiner. I can say “Good morning” to him and that is all. 

And on many things I cannot talk to the General Counsel of the 
(‘ommission. I never saw such a ridiculous law in my life. 

Mr. Evins. Who persuaded Congress to pass the law ? 

Mr. McConnavucuey. A gentleman named McFarland, I think. 
The Commission bitterly opposed it. 

Mr. Dorrrer. I do not think it was McFarland. 

Mr. McConnavucuey. I do not know who it was. 

Mr. Hype. This was included in 1952 amendments together with 
other procedural changes. Various parts of this legislation were 
supported by practitioners, other parts by the industry. The majority 
of the Commission objected to some of the provisions. Some members 
of the Commission favored some of the amendments. 1 think there 
was pretty general objection by the Commission to the 309 (c) protest 
rule which we discussed earlier. 

Mr. Evins. Has the television monopoly become so strong that it 
can persuade Congress to enact legislation that will tie the hands of 
the Commission itself ? 

Mr. Hypr. About 75 percent of the country has access to at least 
2 television services and a substantial portion has access to a larger 
number of stations than 2. 


EFFECT OF MERGER OF TELEGRAPH COMPANIES 


Mr. Evins. Who approved the merger of the telegr: aph comp: inies ¢ 

Mr. Hype. None of the present members of the Commission ap- 
proved the merger of the telegraph companies which occurred in 1943. 
Actually there was enabling legislation looking toward it. 

Mr. Evins. There are persuasions and comple xions in the Congress 
the same as there appear to be in the Commission, but the two compet- 
ing telegraph companies have been permitted to merge and the rates 
have gone up both to the Government and to the public. 

Mr. Hype. We would not want to leave the i impression there is not 
competition in communications. 

Mr. Evins. They make it appear as if there is competition but their 
financial statements show the results of their operations. 

Mr. Bartiey. May I say this, because years and years ago I was in 
the common carrier regulatory field. We had at that time two very sick 
telegraph companies. Now we have a pretty healthy telegraph com- 
pany which may be increasing the competition to the telephone com- 
pany over what it might have been. I would like to point that out as 
background. 

Mr. Tuomas. Mr. Evins is r aising the point that the rates have gone 
up and the stock has gone up in ‘value. Ten years ago both com- 
panies were broke and you could not give away the stock. Both were 
losing money. Has the service improved proportionately to the in- 
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crease in rates? If you want to use the wires you have just one man 
to go to. Still when you go to comparing the other types of com- 
munications, | suppose in the whole field there is competition. 

Mr. Evins. In your annual report you say : 


New competitive 4nd economic injury considerations have also added to the 
Commission’s burdens. In addition to hearings required by competitive appli- 
cations, the Commission must now, under court interpretation of another 1952 
amendment to its act, hear protests by “parties-in-interest” however remote. 
Until requested legislative relief is afforded, this new requirement clogs its proc- 
esses besides holding up grants for new stations. 

Mr. Hyper. That has reference to section 309 (c). 

Mr. McConnavenry. Which the Senate just repealed. 

Mr. Evins. Does that mean you are not giving much consideration 
to the granting of new st: itions / 

Mr. McConnaveuey. That has nothing to do with it. It could be 
held up by the protest rule, 309 (¢), which has been repealed within 
the last 90 d: ays by the United States Senate. 


SUBSCRIPTION TV 


Mr. Evins What is your subscription TV problem? You mention 
that in your report as one of your problems. 

Mr. McC onnavcuey. A rulemaking notice has been put out and 
the staff is now analyzing the rephes that have been made to the 
Commission. There are some very serious questions as to whether 
subseription TV may have to go to Congress for legislation. 

Mr. Evins. It is about in the same status as last year, no progress 
one way or another ? 

Mr. McConnavGuery. There has been a lot of progress by our statf 
digesting the thousands of comments that have been made. 


MILITARY USE OF BROADCAST FREQUENCIES 


Mr. Evins. You also say in your annual report that— 

Increasing use by the military of aural and TV broadcast frequencies is also 
giving the Commission some concern. 

Mr. McConnaveney. Fhat referred to Air Force stations. 

Mr. Evins. What concern are they giving you? 

Mr. Hyper... The policy question there is whether or not the Govern- 
ment operation of a broadcast station, either TV or AM, should be 
acquiesced in by the Commission. The Psainiboitich does not issue 
licenses to Government stations, but in some instances, particularly 
in remote areas, the Air Force has asked us to acquiesce in the use of 
a channel for a TV station that would be operated by the Air Force. 
It is the sort of thing that could become a serious problem. TI person- 
ally think that where the operation is limited to a remote point where 
it does not get into competition with private enterprise, it is not 
dangerous; but if it is permitted to spread into areas where Govern- 
ment stations would enter into competition with private enterprise, 
you have something else. I do not think there is a program looking 
to that. 

Mr. Evins. You refer on page 10 of your annual report to “the eco- 
nomic straitjacket in which the Commission must operate.” What 
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do you mean by that? Do you mean that Congress is not providing 
vou with enough money ¢ 
' Mr. McConnavenery. Well, that certainly has been the case for a 
long time. 

Mr. Toomas. What is that, Judge / 

Mr. McConnaveuey. I say that has been the case for quite a 
period of time. 


DELAY IN RESPONDING TO REQUEST FOR INFORMATION 


Mr. Evins. I have only one further observation, which I would 
like to direct to the Chairman, if I may. In October I, as a member 
of another committee of the House, directed a communication to the 
Commission for some information, and a few days ago I got a partial 
answer. There were 20 questions asked and I got answers to 10 of 
the questions. I asked a member of my staff to call and see what the 
trouble was and Mr. McConnaughey said the papers were lost during 
the Christmas holidays, but it seems an eflicient Commission should 
he able to answer 20 questions from a Member of Congress in the 
period of time that has elapsed. If they were time-consuming, | 
would understand, but I was told by others well informed in this field 
that it should be possible to answer the questions in 2 weeks. If it is 
burdensome, I will understand, but 1 thought while I had the oppor 
tunity I would inquire about it. 

Mr. McConnauGury. No. 1, you said the letter was addressed to us 
in October. It was addressed to us the 21st day of December instead 
of October. In the Christmas rush it was misplaced, but as soon as | 
got home I called your oflice and got an answer to you, and the Com 
mission has been answering your questions as rapidly as we can. I 
would like sometime to sit down with you and go over the questions 
with you. 

Mr. Evins. I beg your pardon. The questionnaire was dated Oc- 
tober 11. The letter was not dated until later. I am quoting from 
your own letter that the questionnaire was dated October 11. 

Mr. McConnavuGcuey. We never saw it until December when you 
wrote a letter to us. 

Mr. Evins. Off the record. 

(Discussion off the record.) 

Mr. Evins. Other Commissions have answered similar questions 
Within a reasonable time. If I thought you had justifiable reason for 
delay I would not bring the matter up, but I think you are trying to 
delay the matter until Cc ongress adjourns. 

Mr. McConnavenry. That is certainly not the truth. I will be 
glad to put ina very elaborate answer to your question. 

Mr. Evins. The first reply was that you would reply promptly. 
The next reply, by telephone, was that you would reply as soon as 
possible. And this says “whenever the work can be completed,” which 
is more indefinite than ever. 

Mr. McConnavcuery. We have answered part of your questions. 

Mr. Evins. You have answered 10 of 20 questions. 

Mr. McConnaveney. We will answer them just as rapidly as we 
possibly can. Some of the Commissioners think it will take 6 months. 
You must realize what you are doing. It will have to come to a ques 
tion of appropriations and available staff. The Interstate and For 
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eign Commerce Committees of the Senate and House are the two pri- 
_— groups we must work with under the Reorganization Act, and 
are furnishing them reams of testimony and reams of information. 
The things you are asking will take many, many months to prepare. 
It will take time and more appropriations from this committee to do it. 
Mr. Evins. This other committee of which I am a member has 
directed questions to other commissions and the other commissions 
have replied promptly, but the Federal Communications Commission 
during the recess of Congress was directed a questionnaire and it has 
not been fully answered yet, and I think in all fairness you could 
answer the 10 questions to this committee very promptly without 
trying to delay the matter until Congress adjourns again. 
‘Mr. McConnaveuey. Nobody is try ing to delay anything at all and 
we will answer the questions as rapidly as we can. 


QUASI-LEGISLATIVE AGENCY 











Mr. Evins. Do you consider your agency a quasi-legislative agency, 
Mr. Chairman ? 

Mr. McConnaveuey. I think it is also looked upon and interpreted 
by the courts as being quasi-judicial. And it is also a factfinding 
agency. Some people s say it is a fine point whether it is an arm of the 
executive or an arm of the legislative. Personally, I have always 
looked upon it as an arm of the C ongress. 

Mr. Evins. Congress has the responsibility of regulating commerce 
and it has created the Federal Communications Commission as an arm 
of the Congress and therefore it is a quasi-legislative in its functions, 
or should be such a branch of the Government. Do you consider it a 
quasi-executive branch of the Government ? 

Mr. McConnavucuey. No; I said I thought it was quasi-judicial. 

Mr. Evins. And quasi-legislative ? 

Mr. McConnavoney. And quasi-legislative; yes. It is a very fine 
point. As a lawyer you probably recognize some of those points. 

Mr. Evins. I think I do. I am trying to get the Chairman’s inter- 
pretation. 

Mr. McConnaveney. I have given it to you. 

Mr. Evins. I think you should, as Chairman of an important agency 
of Government and as an arm of the Congress, provide promptly “these 
answers to an established committee of C ongress, 

Mr. McConnaveury. I will be glad to do it. We will, however, 
run into a lot of questions of what we can and cannot give you. Some 
of the information you request is of a confidential nature. You are 
asking things that involve the thought processes of people. Legally 
you cannot give that answer. T hat is the reason I would like to sit 
down and talk to you about your questions. 

Mr. Evrys. I shall be glad to talk to you about them any time it is 
convenient. If you cannot answer them you can so state. 

Mr. McConnaveuey. The Commission will be glad to come up 
before your body as individuals—at least I will—and try to answer 
the questions as best I can. We have nothing in the world to cover 


up. I think the chairman of this committee knows that. We will 
be glad to work with you. 
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Mr. Evins. Did you serve on this Commission prior to the reor 
ganization plan? Which plan is it that applies to your Commission ¢ 
~ Mr. McConnavucuey. No; I have only been on the Commission 
a little over a year. 

Mr. Evins. Do the other Commissioners have a joint determination 
with you on the assignment of workload and the allocation of funds 
and the appointment of personnel to the Commission ¢ 

Mr. McConnavuGuey. Surely. 

Mr. Evins. If this committee grants you the increased funds re 
quested, will your fellow Commissioners have a say so, so to speak, 
in the selection of the increased personnel ¢ 

Mr. McConnavGuey. Certainly; yes, sir. This is a 7-man body. 

Mr. Evins. In other words, you will not select them solely but the 
other members will have a voice in it? 

Mr. McConnauGuey. Yes; certainly. 

Mr. Ostrerrac. It is not clear to me whether the questions to which 
you are seeking answers are involved in work of this committee or 
some other committee. 

Mr. Evins. It is another committee. Off the record. 

( Discussion off the record. ) 


NETWORK STUDY 


Mr. Botanp. I do not have many questions, Mr. Chairman. | 
just want to concern myself with the item concerning the network 
study, for which you are requesting $141,000 for fiscal year 1957. That 
network study will cover UHF and VHF? 

Mr. McConnavcuey. No. That is the problem involved in our 
reallocation rulemaking which we sent out for comments. 

Mr. Botanp. That is a severe problem in the East. That is where 
a lot of the pressure comes from ? 

Mr. McConnavGuey. It is more severe in zone 1 than any other 
part of the country. 

Mr. Botanp. It would seem to me there is some justification for 
the stand that the hometown television stations take over the pol- 
icy of the Commission. As I understand it, last August the Commis- 
sion increased the power of UHF stations and that was poison to a lot 
of hometown television stations. Is that right ? 

Mr. McConnavcuHey. And reversed it right away. It never went 
into effect. 

Mr. Botanp. I commend the FCC for its reversal. There is a 
big problem in zone 1. I am sure the FCC is composed of gen- 
tlemen who are concerned with the survival of hometown television 
stations. I know there are a lot of factors that have to be taken 
into consideration, but it does seem it should be given more thought 
by the Commission. The activities of the hometown television sta- 
tions and their suggestions to the Commission I believe require study 
and some favorable action. Monopoly in TV must be discouraged if 
the public interest is to be protected. The public interest demands a 
fair shake for the small individual hometown station. 

Mr. Ler. May I say a word on the matter of the networks. I wanted 
to be sure the distinction is understood between radio and TV. In 
radio development has proceeded to the point that the local sta- 
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tions are so interested in local advertising that frequently network 
affiliation instead of being an asset could be a liability. 

Mr. Tuomas. The boys never turn down a network, do they ? 

Mr. Ler. In AM they do unless they also have TV and radio. 


UHF STATIONS 


Mr. BoLtanp. How many UHF stations do you have ¢ 

Mr. Connavcuey. About 132, and 99 are still in existence. 

Mr. Botanp. How many have gone out of existence in the last year ¢ 

Mr. McConnaucuey. Thirty-five to forty. 

Mr. Boranp. How many are operating on the brink 

Mr. McConnavenry. A good many. I would estimate one-third, 
probably another 35 or 40. Some of them are making money. 

Mr. OsrertaG. Chairman MeConnaughey and members of the Com- 
mission, let me say at the outset that I, for one, regard the responsibili- 
ties of your Commission and the area in which you have jurisdiction 
as tremendously important and an area commanding terrific public 
concern and interest. From the standpoint of Government respon- 
sibility I believe there is no area outside of our national defense where 
the responsibilities can be compared: and as we listen to your justifica- 
tions and learn about your general jurisdiction and functions, I can 
readily recognize that your problems are very complex. In referring 
to the growth of these communication problems and functions it is 
rather difficult to project the picture into the future except it is rea- 
sonable to assume that this field of communications, particularly radio 
and TY, will have a rapid growth. 


INCREASE IN FUNDS REQUESTED 


Your budget calls for a net increase of $980,000, is that correct / 

Mr. McConnavGuHey. No: $527,000. $453,000 is for increase in 
salaries, so it is actually a net increase of $527,000 over 1956, 

Mr. Osrerrac. I had in mind the fact that that $980,000 includes the 
statutory increase for salaries. 

Mr. McConnavuGuey. Yes sir, $453,000. 

Mr. OstertaG. Over which you had little or no control / 

Mr. McConnavcGuey. That is correct. 

Mr. Ostertac. The general increase over and above the salary in- 
creases primarily is due to certain expansions and extra work as the 
result of studies and other investigative work for which you are re- 
sponsible; is that correct 

Mr. McConnavucGuey. Yes, sir. 

Mr. OstertaG. Would you care to elaborate on the general increase, 
that is, what it constitutes ? 


SUMMARY OF INCREASE IN PROGRAM AND WORK 


Mr. McConnaveGuey. It constitutes an increase in personnel in 
various departments as we enumerated this morning, but principally 
in the Broadeast and Safety and Special Radio Services, the Common 
Carrier Activities, and the General Counsel's Office. The principal 
areas are Broadcast, in which the AM station backlog is growing, 
television, and the Safety and Special Radio Services, where the 





industrial demands have grown by tremendous leaps and bounds, as 
well as the police, public si afet y activities, and so on. 

Mr. Osrerrac. Is it fair to state that part of the increase is due to 
the general increase in the number of problems involving communica 
tions ¢ 

Mr. McConnaucuey. That is certainly true, yes, sir. 

Mr. Osrerrac. And certain of these studies and investigations 
which are required of the FCC have also caused an increase in your 
budget, is that true ¢ 

Mr. McConnavucuey. Yes, sir. 

Mr. Osrerrac. Have you encountered any difficulties in moving 
ahead with these studies, such as your network study and the safety 
field and other areas, due to the fact you might require spec ialized 
personnel or people trained and adaptable in the communications 
field? Hasthat slowed you down ¢ 

Mr. McConnavuGuey. It certainly has. It is very difficult to get 
talent of the special type needed in government, particularly in this 
very delicate field of operation. 

Mr. Ostertac. Dollarwise the increase of $980,000, that is, the part 
of the increase over and above the mandatory salary increases, will 
that amount provide sufficient funds to meet your requirements this 
year 

Mr. McConnaveuey. I think it would certainly alleviate our 
problems. 

Mr. Osrerrac. Will the $210,000 that the Bureau of the Budget 
reduced your request for fiscal 1957 impair your efficiency and your 
progress this year ¢ 

Mr. McConnavuGuey. Not materially. 


NETWORK STUDY 


Mr. Osrerrac. What is the general nature of your network study / 
Mr. McConnavouey. The general nature of our network study 4 
Mr. Osrertac. Yes. 

Mr. McConnavueney. I would like to have Dean Barrow tell you 
about that. 

Mr. Barrow. It is intended to give the Commission the necessary 
economic background and information on the basis of which it could 

uppraise its broade ‘asting rules in the light of the development that 
has gone on in radio since 1941 when those rules were adopted, and 
could determine whether those rules are appropriate today for TY, 
and also to permit the Commission to fulfill its duty of commenting 
on proposed legislation and making its own recommendations from 
time to time in this field. 

In order to do that it is necessary for us to make an economic analysis 
of the network industry and of the rel: ationships bet ween the networks 
and each component which they serve or is served by them. 

In other words, the network as an instrument in itself has no par- 
ticular significance to us; it is the effect it has on broadcasting to the 
people; the effect on advertising, and all components in the industry. 

For that reason we propose to start out with an economic study of 
the networks themselves and then go into the components. That would 
include the advertising agencies, film producers and distributors, tal- 
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ent agencies, and every other component that contributes to it. We 
must have in mind the opportunity for competition between networks, 
why it is that we have such a small number, why in recent years no 
new ones have entered the field, and soon. What are the opportunities 
for sources other than networks to contribute to programing so that 
you can get a better programing service generally, and should there 
be changes in the working relationships between the networks and 
their affiliated stations? Those are basic focal areas. In connection 
with that there are many other matters which it would take some time 
to enumerate. 

Mr. OstertaG. When do you expect to complete this network proj- 
ect ¢ 

‘Mr. McConnavcuey. June 30, 1957, is our target date. 


COORDINATION WITH ODM 


Mr. Osrertac. The Federal Communications Commission is respon- 
sible in a general way for the regulation and control of communica- 
tions in our country, yet we have certain responsibilities that rest in the 
hands of the Office of Defense Mobilization, and I presume the Defense 
Department has certain problems and certain areas of jurisdiction. 
Are you coordinating your activities with these agencies in any way ’ 

Mr. McConnaveuey. At all times we cooperate with the Office of 
Defense Mobilization. Commissioners Webster and Lee are assigned 
to work with them. 

Mr. Osrerrac. Is that a current study or is it a matter of getting 
down to hard core facts? Is that a part of the study ? 

Mr. McConnavauey. There is a study going on now with reference 
to the frequencies used by the Government. 

Mr. Ler. Just to review briefly, jurisdiction is somewhat divided as 
between _ Government and commercial. Depending on how you 
measure it, the frequency bands are split about 50-50. We have 
conferences underw ay with ODM. 

Mr. Tuomas. Where does ODM come into the picture? 

Mr. Ler. ODM has been delegated authority by the President to 
look after the Government use of frequencies. 

Mr. THomas. What is the name of the old board ? 

Mr. Hyper. You are thinking of the TRAC committee. 

Mr. Ostertac. How long has it been in operation and what does it 
do and how does it ov erlap. with your jurisdiction and functions? 

Mr. Lre. I think somebody else could speak about TRAC. I was 
not thinking about that. 

Mr. Wesster. I am a little confused about what your question is. 
Under the law this Commission has no authority over Government 
facilities or the allocation of frequencies to Government stations. 
That rests with the President. In exercising that jurisdiction he has 
delegated to the Office of Defense Mobilization, under Dr. Flemming, 
the job of coordinating Government use of frequencies and other prob- 
lems connected with communications within the Government. 

With this divided authority there must be close coordination be- 
tween the Government side, which is the President acting through Dr. 
Flemming, and this Commission. I have been delegated as one Com- 
missioner to carry out that coordination with Dr. F lemming. That is 
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a continuing problem day in and day out. It has been continuing for 
years and years. For years and years there has been a continuing 
coordination between the Government and the Commission. 

Somebody mentioned IRAC, the Interdepartment Radio Advisory 
Committee. That has been in operation for years. It is simply an 
arm of the Office of Defense Mobilization to help them in the assign- 
ment of frequencies to Government stations. It is simply an append- 
age to the Office of Defense Mobilization. 

Mr. Osrertac. What I had in mind was this development of radar 
and the possible relationship of SAGE which is part and parcel of 
nongovernmental communications systems in this country. 

Mr. Wesster. SAGE has come to our attention and we are in that 
field from the commercial side. 

Mr. OstertaG. Do you have in the justifications a record as to the 
gross direct revenue accruing to the Government from the services of 
the Federal Communications Commission ? 

Mr. McConnaucuey. No; I do not think so. 

Mr. Osterrac. That will probably appear in a Treasury report? 

Mr. McConnavucHey. You are talking about income taxes / 

Mr. Osrertac. No; I am not talking about the industry at all. Is 
there any revenue accruing to the Government from your services ¢ 

Mr. McConnavaney. No. 

Mr. Tuomas. It all goes out. 

Mr. Osrerrac. I have just one more point that comes to mind on 
this question of whether you are a quasi-legislative agency or a quasi 
judicial agency. I want to say to my colleague Mr. Evins that [ 
believe the Federal Communications Commission is quasi, period. 
In other words, they have perhaps administrative authority which 
makes them executive, and they have authority delegated to them by 
the Congress which when applied has the effect of law, and the fact 
that the FCC decides cases gives them a quasi-judicial authority. 

Mr. Evins. I do not wish to get into an argument with my col- 
league, but the Federal Communications Commission is an independ- 
ent agency of Government and it is an arm of the Congress and we 
want it to remain that way. There has been some indication that 
there has been a shift in this position. We want the Commission to 
remain as an arm of the Congress. 

Mr. Ostertac. I just wanted to say that the chairman might give 
some thought to the relationship between Congress and the Commis 
sion. Although we have standing committees and select committees 
and other committees with authority to inquire into these matters— 

Mr. Evrns. The Department of Justice carries out the policy of the 
President. The other Departments carry out the policy of the Presi- 
dent. But the independent commissions—the Federal Communica- 
tions Commission, the Interstate Commerce Commission, the Secur- 
ities and Exchange Commission—are arms of the Congress and are 
supposed to carry out the policies of the Congress. 

Mr. Osrerraa. I had in mind the point that there are many com- 
mittees of Congress concerning themselves with these problems and 
I was wondering if such activities might be brought into balance. 
For example, the Interstate and Foreign Commerce Committee is per 
haps asking for information and investigating the same matters or 
problems your select committee is looking into and at the same time, 
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all of which I believe is a costly burden and takes from the Commis- 
sion a lot of the resources that should be devoted to the immediate 
problem before them. I am not referring to the basic question of 
whether the Commission is responsible to the Congress and that the 
Congress has certain responsibilities in the matter I think the diffi- 
culty lies in overlapping and duplication of activities on the part of 
Congress in this field all of which retards progress. 

Mr. Evins. I’m sure, my friend doesn’t want to be in the position of 
assisting in denying information to Congress. 

Mr. Tuomas. Off the record. 

(Discussion off the record. ) 


PAY INCREASE COST 


Mr. Tuomas. What is your pay increase going to cost / 

Mr. McConnaveouey. $453,000. 

Mr. Tuomas. Do you have a supplemental pending for this year or 
are you going to absorb it ? 

Mr. Cox. We have a supplemental estimate pending. 

Mr. THomas. Has it come out of the Bureau of the Budget yet? 

Mr. Cox. No, sir. 

Mr. Tuomas The only supplemental you have now is the increase in 
travel allowance? 

Mr Cox. Yes, sir. 

Mr. Tuomas. That is $93,000? 

Mr. McConnavcuey. About that—$94,000. 

Mr. THomas. Do you have any idea when your supplemental for the 
pay increase will be over here? 

Mr. McConnaucuey. We have not heard anything from the 
Budget Bureau. 

Mr. THomas. We have one but we have not received the other but 
I presume it will be over in due time. 


REDUCTION IN BACKLOGS 


One further observation. We want to see this Commission get cur- 
rent and stay current. You have two fields where you have backlogs. 
You have backlogs in the Broadcast Bureau and in the safety and 
special radio services. How long do you think it will take you to get 
current in broadcast, that is, AM, television, radio, and safety and 
special services? How long will it take you ? 

Mr. McConnaveney. Under the present situation I do not think 
it will be too difficult unless this reallocation picture comes out with 
a complete change in the allocation of the channels. 

Mr. THomas. What — television; you will not have trouble! 

Mr. McConnaveuey. I do not think so. 

Mr. Tuomas. What about safety and special radio services? 

Mr. McConnavcuey. Safety and special radio services is where we 
have trouble. 

Mr. Tuomas. You want 70 or 80 more people? 

Mr. McConnavucuey. Seventy more for the entire Commission. 

Mr. Tuomas. You start out with your applied technical research 
and frequency allocation, where you want an increase of nine. In 
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broadcast you want an increase of 19. Will that cut down your 
backlog ? 

Mr. McConnaveney. Yes. 

Mr. Tuomas. In safety and special radio services you want an in 
crease of 10. Will that cut down your backlog ? 

Mr. McConnave6uey. It will help- 

Mr. THomas. Miss Morris wants 2 or 3. She has too many people 
now, do you not, Miss Morris ¢ 

Miss Morris. I do not think so. 

Mr. THomas. Gentlemen, let us get current and keep current and 
let us complete this network study. Let us wind this thing up next 
vear. Try to get through with it this next fiscal year if you can. 
Try to get these backlogs cut down. 

By and large I think the Commission does a terrific amount of work. 
The detail work is overwhelming and you are not going to satisfy all 
of us. If we will all work together, we will get this job done. 

Good luck, gentlemen. It is always nice to see you. 
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SALARIES AND EXPENSES 


Program and financing 


| 1955 actual | 1956 estimate | 1957 estimate 
| 
| 


Program by activities: 
1. Regulation of carriers’ rates, practices, operating au- 

thorities, and finance | $3, 159, 037 $3, 454, 338 $3, 570, 133 

. Compliance 2, 268, 250 2, 659, 738 3, 333, 092 

3. Supervision and analysis of carriers’ accounting and | 

statistics. _. | , 735, 434 1, 946, 437 2, 049, 794 

. Supervision and interpretation of tariffs | 910, 555 948, 759 | 975, 782 

5. Railroad safety and car service: | | 

(a) Car service | 421,193 424, 705 | 497, 794 

(4) Railroad sofety | 973, 779 , 030, 000 | , 107, 900 

(2) Locomotive inspection 708, 760 751, 000 793, 000 

. Defense mobilization | 162, 186 125, 000 | 100, 000 

. Executive and advisory functions : 712, 503 | 753. 084 776, 519 

. General management and administration_- | 735, 638 802, 939 796, 886 


Total obligations. ‘ ; Divtiebuwacessiad cade , 837, 335 12, 896, 000 | 14, 000, 000 
Financing: 
Comparative transfers from other accounts__..--.-...--- ; —12, 896, 000 








Appropriation 14, 000, 000 
| 
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Obligations by objects 


Object classification 1955 actual | 1956 estimat 


otal number of permanent positions 1, 926 
Full time equivalent of all other positions__- 2 
4 verage number of all employees_ __- 1, 860 
Number of employees at end of year- ----- 1, 839 


Average salaries and grades: 

General schedule grades: 
Average salary ---- tone aes - $5, 602 
Average grade _.-.- e : GS-8.0 


Personal services: 
Permanent positions_- , 587, 6 $11, 424, 75 
Positions other than permanent 5, 783 | 20, 
Regular pay above 52-week base _. 39, 718 42 
Payments above basic rates 
Total personal services 
Travel..... 
Transportation of things 
Communication services 
Penalty mail 
Rents and utility services 
Printing and reproduction. 
Other contractual services 7 99, 2: 135, 386 
Services performed by other agencies , $72 |... 
Supplies and materials 22, 435 26, 101 
Equipment , 892 | 75, 950 
Refunds, awards, and indemnities- - 336 8) 
Taxes and assessments : ‘ ‘ . 2, 600 


Total obligations . ; , 837, 335 | 2, 896, 000 


Budget authorizations, expenditures and balances 


} es on 
1955 actual | 1956 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation. -- Pree ea $14, 000, 000 
EXPENDITURES AND BALANCES 


rotal expenditures (out of current authorizations) - -.-- . 13, 110, 000 
Obligated balance carried forward____-- 890, 000 


Total expenditures and balances s 14, 000, 000 


Mr. Tuomas. Gentlemen, the committee will please come to order. 
We have the pleasure of having with us this morning the —— ate 
Commerce Commission, and it is certainly nice to have with us so 
many of our distinguishéd friends from the Commission. We are 
happy to see Mr. Arpaia, the Chairman; Commissioner Mitchell, 
Commissioner Tuggle, and Commissioner Hutchinson, who is well 
and favorably known to me and the other members of this committee, 
and they tell me that he is doing a good job. 

[ understand that you have a very important rate case going on 
now before the Commission, and you ‘could not be expected to deplete 
the Commission altogether, and you had to leave some of the other 
Commissioners down ‘there, so wish them well for us and tell them that 
we would have liked to have had them with us this morning, but we 
realize they cannot be at two places at the same time. 

It is also a delight to see our distinguished friend of many years’ 
standing, Mr. Hamm. I was afraid that we had lost him for a while. 

Also we are glad to see Mr. Weiss, assistant to the Managing Di- 
rector; Mr. Ryan, the budget and fiscal officer; Mr. McCoy, the 
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secretary; Mr. Silver, chief of the mobilization planning staff; and 
Mr. Spicer, legislative counsel. 

We are also delighted to see our friend Mr. Walter, the Director of 

Bureau of Inquiry and Compliance, and Dr. Blanding, Director, 
sureau of Motor Carriers. I do not see how in the world one man 
can keep so many motor vehicles on the highways, but he seems to 
keep them rolling. 

Also, Dr. Cox, Director, Bureau of Rates, Tariffs, and Informal 

‘ases; Mr. Taylor, Bureau of Safety and Service Director; and Mr. 
Paul Coyle, Chief, Section of Complaints, Bureau of Motor Carriers. 

Mr. Chairman, do you have a statement for us, or if either of your 
brother Commissioners or members of the staff wish to make a state- 
ment to the committee we will be delighted to hear them. 

Mr. Arpaia. Thank you, Mr. Chairman and members of the com- 
mittee, I might mention that we also have Mr. Merrill, Bureau of 
Inquiry, and Mr. Emken, of the Bureau of Accounts. Mr. Mullen, 
Director of Formal Cases, is ill and was not able to be here. 

Mr. Tuomas. We wish him a speedy recovery. And if there is 
anyone else we have missed we will be glad to have you list them for 
the record. 


GENERAL STATEMENT OF Mr. Hamm, Manacine Drirecror 


Mr. Arpata. Mr. Chairman, I will ask Mr. Hamm to present the 
statement he has prepared reporting the details of the budget. 

Mr. Tuomas. We will be delighted to hear from you, Mr. “Hamm. 

Mr. Haman. Thank you, Mr. “Chairman. You mentioned the fact 
that the Commission this week is carrying on the 7-percent rate 
increase case, and Commissioner Freas, Commissioner Winchell and 
the others had all intended to be here. 

Mr. Tuomas. We understand that they cannot be at two different 
places at the same time. Wish them well for us. 


AMOUNT OF REQUEST 


Mr. Hamm. Mr. Chairman and members of the committee, the total 
amount requested for the Interstate Commerce Commission is $14 
million which is $1,879,000 more than the $12,121,000 appropriated 
for 1956. 

Moneywise, the 1957 budget provides a substantial increase over the 
appropriation for 1956. Of this ine rease, $863,459 is due to increased 
salary rates and $156,547 is for increased travel per diem rates. 
Therefore, the increase requested for the Commission for 1957 over 
the 1956 appropriations, other than for increased costs, is $858,994 
and is primarily to permit the Commission to obtain more adequite 
level of compliance with the provisions of the Interstate Commerce 
Act relating to the regulation of motor carriers, including safety of 
operation. 


INCREASE IN NUMBER OF POSITIONS 


The 1957 budget provides a net increase of 165 positions, which 
results from the addition of 171 positions and a decrease of 6 positions, 
5 of which result from the reduction in the tax amortization program 
and 1 in the Bureau of Water Carriers and Freight Forwarders. 
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INCREASE FOR MOTOR CARRIER ENFORCEMENT WORK 


The major portion of the 171 additional positions is requested 
increase motor carrier enforcement work. Of the additional positions, 
144, or 84 percent of the increase requested, will be assigned to the 
regulation of motor carrier activities. ‘This increase is primarily for 
the field staff engaged in obtaining compliance with the statute. For 
the field staff of the Bureau of Motor Carriers, the 1957 budget 
provides for an increase of 112 positions and for the field staff of the 
Bureau of Inquiry and Compliance, 10 additional attorneys. 

I am just going to outline briefly in this statement the whole budget. 

The 1956 appropriation provided funds to build up our staff of 
motor carrier safety inspectors from 21 to 46, and the 1957 budget 
eavies for increasing this to 78 safety inspectors. The 1957 budget 
proposes to increase the present staff of 91 district supers isors to 122. 
and also to restore 14 rate-agent positions which were abolished in 1951. 

Our motor carrier field staff has not kept pace with the tremendous 
growth of the motor carrier industry. For instance, in 1948, when 
our field staff averaged 557.2 employees, there were 7.22780 reg 
tered private and for-hire trucks. For 1957, the budget provides an 
average of 361.3 employees, whereas the number of trucks registered 
increased to 9,675,000. In 1948, classes I, II and III motor carriers 
operated a total of 46.7 billion ton-miles as compared to a total of 79 
billion ton-miles in 1954. The gross operating revenues of these 
carriers in 1948 totaled $2.7 billion and in 1954 it was $4.8 billion. 

With such a great increase in the motor-carrier industry and a 
limited staff to supervise its compliance with the provisions of the 
act and regulations issued thereunder, there has been a constant 
increase in number of reported violations, and questionable operating 
practices. Also, there is much evidence of failure to give proper atten- 
tion to safety of operation which results in many violations of safety 
regulations and fat: al ace idents. It is believed that the increased statf 
requested in the 1957 budget is needed in order to provide the proper 
enforcement of the provisions of the Interstate Commerce Act, to 
obtain the improvement in compliance by the motor carriers, and to 
provide service to the industry and the public. 


INCREASE FOR SECTION OF COMPLAINTS 


We are requesting an increase of 18 examiners and 2 clerks in our 
Section of (¢ ‘ompl: unts. During the 7 months which ended January 
31, 1956, the Section of Complaints, with its present staff, succeeded 
in reducing the number of pending motor-carrier applications for 
motor-carrier operating rights from 2,155 to 1,640. It will endeavor 
to continue to reduce the docket of these cases during the present fiscal] 
year. 

That certainly was a monumental task in a short time like that. 

During these 7 months the number of pending finance applications 
increased slightly. 

There has been considerable criticism leveled at the Commission 
for its failure to handle more promptly the application and finance 
cases. The additional employees will assist in reducing the applica- 
tion and finance docket and eliminate delays in handling these cases. 
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OTHER INCREASES 


Two additional positions are requested for the Section of Dockets, 
Office of the Secretary, to handle the great number of reports, orders 
and notices which should have prompt handling. 

For activities not directly related to the regulation of motor car- 
riers, the 1957 budget prov ides for 27 additional positions. 

For the Bureau of Formal Cases, 10 additional examiners are re- 
quested. During the past fiscal year, incoming proceedings increased 
43.8 percent and the work disposed of increased 20.9 percent. In 
addition, 34 percent of the examiners or 28 of the 83 authorized for 
1956, may or must retire within the next 2 years. 


SHORTAGES OF FREIGHT CARS 


The shortages of freight cars of all classes during the last calendar 
year was quite severe. During that period we had 30 service agents 
in the field to cope with the problem. The 1957 budget provides for an 
increase of 10 service agents and 1 explosives agent. It is believed 
that with a force of 40 service agents, a more adequate job can be done 
in preventing undue delays in releasing cars, avoiding terminal con- 
gestions and investigating complaints of car short: ages. 

We are requesting an increase of 5 positions in the Bureau of Rates, 
Tariffs and Informal Cases; 1 of these positions is sought to specialize 
in matters of classification of commodities; 3 are needed for the rate 
and tariff interpretations, and 1 is required for the Board of Sus- 
pension. 

One additional position is requested for the Section of Supplies and 
Publications to operate a new duplicating machine which will increase 
our production. 

INCREASE FOR OTHER OBJECTS 


Increases for objects other than personal services, other than addi- 
tional amounts needed to pay for the increased travel per diem rates, 
result mainly from the additional employees requested for 1957. We 
are requesting ‘ authority to purchase 60 passenger motor vehicles which 

an increase of 20 over the 40 authorized for the current year; 19 of 
the automobiles are for replacement of old cars of the present fleet, 
and 41 are for the 31 additional supervisors and 32 additional safety 
inspectors. 

We believe the request is Justified by the requirements of the Com- 
mission in carrying out its responsibilities. 

You said, Mr. Chairman, you had not expected me to be back here, 
but here I am. 

Mr. Tuomas. You will be here for a good many years. You have 
rendered fine service not only to the countr y, but for the Commission, 
and we are proud of you. You have made a nice statement. Is there 
anyone else who wishes to make a statement, Mr. Chairman ? 

Mr. Arpara. Mr. Chairman, the Commission has been very fortu- 

nate for the past 7 or 8 months in having a very competent, capable, 
and aggressive Division 1, which is under the chairmanship of Judge 
Mitchell; and as you know the great volume of our work is in Motor 
Carrier application case, and Judge Mitchell would like to make a 
statement. 
Mr. THomas. We would be delighted to have the judge make it, too. 
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GENERAL STATEMENT OF CoMMISSIONER MrrcHeL. 


Mr. Mitcnett. Mr. Chairman, I am here this year, but I am fearful 
about maybe another year. 

Mr. Tuomas. No; you will be here many years. 

Mr. Mircneuy. I am not going to read you my prepared statement 
but I will refer to it as I go along. 

As Chairman Arpaia has stated, I am Chairman of Division 1 of the 
Interstate Commerce Commission. lowa is my legal residence. The 
other two members on Division 1 are Commissioner Kenneth H. 
Tuggle, from the State of Kentucky, and Commissioner Everett 
Hutchinson from the State of Texas. 

I do want to call your attention to a few things, which to me are 
important. In the first place, it must be kept in mind that this Com- 
mission only regulates approximately one-fourth of the trucks on the 
highways. The others, the exempt carriers, private carriers, are not 
subject to regulation, and I think a great many people overlook that 
fact. 

FUNCTION OF THE MOTOR CARRIER BUREAU 


Division 1, the Motor Carrier Division, is responsible, with few 
exceptions, for the administration of the provisions of part I1 of the 
Interstate Commerce Act. 

The Motor Carrier provisions of the act now account for better than 
10 percent of the total amount of work performed by the Commission. 
About 18,200 motor carriers, engaged in transportation for hire in 
interstate or foreign commerce, hold authority from the Commission, 
including those who have intrastate certificates registered with us. 


These are common and contract carriers, and operate approximately 
350,000 vehicles. There are 96,000 private carriers operating ap- 
proximately 775,000 vehicles, and 33,000 exempt carriers operating 
upproximately 250,000 vehic les. Thus, you will see that only about 
one-fourth of the vehicles operated in interstate commerce come 
under regulation. 


WORKLOAD OF SECTION OF COMPLAINTS 


I have been chairman of Division 1 since July 1, 1955, approxi- 
mately 7 months, and it is that period of which I speak because that 
is the only period I am really familiar with. During this 7 months, 
since Division 1 as now constituted has been acting, there has come 
to the Complaints Section, and I speak only of Complaints, because 
i do not have anything to do with the Finance Section of the Motor 
Bureau, 1,535 new operations applications under sections 206 and 209 
of the act. 

When a motor carrier application is received by the Commission, 
it is first sent to the Section of Certificates where it is indexed and 
checked as to whether it contains the necessary information. If it 
does not, as so often happens, letters are written to the applicant 
explaining the deficiencies. Pending receipt of the additional in- 
formation, nothing further can be done toward processing the appli- 
cation. 

When the application is complete, and the summary has been 
drafted, the application is sent to the public reference room for a 
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period ef 3 days for inspection by the public. Summary of the appli- 

cation is then sent to the Federal Register for publication of the 
notice. Applications must be held for 30 days after publication in 
the Federal Register for the receipt of protests, if any. It takes ap- 
proximately 6 weeks from the time the application is received by the 
Commission before it is forwarded to the Section of Complaints for 
further handling. 

In the 7 months period, July 1, 1955—January 31, 1956, 1 pro- 
ceedings were referred to the Section of Complaints and 55 cases 
were reopened, making a total of 1,566 cases. 

Mr. THomas. What is the nature of the preponderant amount of the 
work? It gets heavier every year, does it not ? 

Mr. Mrrcenewe. I think the applications have increased some. We 
have, however, as you know, made some changes in the rate work, it 
has been removed from the Section of Complaints. We have cut the 
size of the reports, and by so doing, we have speeded up the work. 

Mr. THomas. What is your biggest time-consuming element in your 
Application and Compl: ints Section. It is not seeking authority for 
new certificates, is it / 

Mr. Mircuew.. | think it is. 

Mr. Tuomas. If you get one of those, it is a question of 2, 3, or 5 
years, and everybody moves in, and it is a question of litigation which 
ties-up the whole — for years. 

Mr. Mrrcnett. I do not think that is the way it is handled at the 
present time. 

The truth of the matter is that in the great bulk of these complaints 
the hearings are short; they average only about 1 day and 3 or 4 hours 
per hearing. 

Mr. Tuomas. Well, what part of that workload is tremendously 
time consuming, which looks like it is getting heavier, and can be 
handled without going to a hearing examiner, and what part of it can 
be handled by the staff in a routine manner, and what part of it can 
be handled by the examiner, and what part of it is going to require 
action by the Commission itself? 

Mr. Mircnetx. Well I see no way we can reduce the number of com- 
plaints filed, or in any way limit them. 

Mr. Tuomas. You cannot do that. 


USE OF JOINT BOARDS 


Mr. Mircuett. My point is that it is not the hearing examiners that 
hold all of these hearings. We have set up a procedure that has 
speeded it up. of joint boards. And what percentage, Mr. Coyle, 
would you say of hearings is held by supervisors in the field ? ' 

Mr. Corie. About 45 percent. 

Mr. Mrrcnet.. Forty-five percent of them. 

Mr. THomas. That are disposed of in the field? 

Mr. Mirene.i. The case is not disposed of, but the hearings are; 
instead of sending a hearing examiner out from Washington ‘to Des 
Moines, Iowa, for ‘example, we use the field supervisor who is stationed 
in Des Moines, who is there, and he sits as a member of the joint board. 

Mr. Tuomas. All right. And then his recommendation goes to the 
board here, and does the board wind it up? 
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Mr. Mrreneit. No. The examiner will then write a report and if 
there is no objection to the report it becomes final, by a recommended 
order. If there is objection it then goes to Division 1 for decision, 

But listen to these figures, Mr. Chairman: There were 1,175 motor- 
carrier hearings in this 7 months’ period. And I think, to guard 
against abuse of the power conferred upon the Commurssion, hearing 
when requested by the parties should be held. 

Mr. THomas. Very well, Judge, would 45 percent of those hearings 
be held in the field by the district director / 

Mr. Mirenens. Oh, no. 

Mr. Tuomas. Or is that all Washington ¢ 

Mr. Mirene iz. Oh, no; they are held all over the country, and 45 
percent of them would be held with a supervisor sitting instead of 
an examiner. 

Mr. Tuomas. All right; go ahead; 45 percent of them. 

Mr. Mircue.t, Yes. In fact, I think that our hearing examiners 
do not spend many days a year holding hearings. What would you 
say was the number of days hearing ex: uminers held hearings during 
the year 1955 in the Motor Bureau; 20 or 25 days a year, Mr. Coyle? 

Mr. Corie. On motor carrier cases, the. examiners spend about 31 
days a year on the road Seek ing cases and hearing cases in W ashing- 
ton, but the hearing of cases is just one part of it; the great bulk of 
their time is spent in writing reports after hearings have been held. 
Andaman may conduct a hearing for a week and make—— 

Mr. MircHer (interposing). Our average hearing is only 1 day 
and 3 hours—1 day and 5 hours. 

Mr. Corie. Yes; the average hearing; but the examiners may take 
3 or + days in writing their reports. . 

Mr. Mrrenen.. In the Bureau of Formal Cases, however, I think 
you will find that the hearing examiner does not spend that many 
days each year hearing cases. But let me go on, if 1 may, Mr. Chair- 
man, 

Mr. Tuomas. Well, that is interesting, and forgive us for the inter- 
ruptions; you go ahead. 


NUMBER OF CASES DISMISSED OR DISCONTINUED 


Mr. Mrrenetyi. To guard against abuse of power conferred upon 
the Commission, Congress provided that its actions should be based, 
in most instances, on records made at public hearings. The law also 
provides that an appeal may be taken to the courts from the final 
decision of the Commission. 

Now listen to these figures. In the past 7 months, 413 cases were 
dismissed or discontinued. That is about the average, approximately 
25 percent of all cases filed are dismissed. And. 739 cases were 
decided by effective recommended orders, a little bit over, about 55 
percent, and those are cases in which there are no objections, and 929 
cases were decided by Division 1, or the entire Commission, making 
a total of 2,081 motor carrier application cases disposed of in the 
period from July 1, 1955, to January 31, 1956, a period of just 7 
months. 

And I might say to you, that that 929 cases decided by that division, 
ms 7-month period is almost double oa at was disposed of in the year 
efore. 
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Mr. Tuomas. Now, are those cases by consent? 

Mr. Mrrcenetit. The recommended orders are cases in which we 
have hearings, and a report is written, and there is no objection. In 
other words, that 739 cases are where they were satisfied with our 
report. 

Mr. Tom As. There is nothing like a satisfactory customer, Judge. 

Mr. rcHeLy. I think, as a general rule, the greater bulk of the 
motor carriers are satisfied with our reports. 

Under the rules of the Interstate Commerce Commission, any inter- 
ested party not satisfied with the report as approved by Division 1 
has a right to file a petition for reconsideration. If the report denies 
the application, applicant is given 60 days in which to file a petition. 
= the application is granted in whole or in part, 30 days are allowed 

for the filing of a petition. In each instance, the opposition has 20 
days within which to reply. During the 7-month period, 516 peti- 
tions were filed and 331 petitions were decided. 


BACKLOG OF WORK 


On the 30th day of June 1955 there were 2,155 cases pending with 
the Section of Complaints. On January 31, 1956, there were 1,640 
cases not disposed of. Thus, you will see that we reduced the number 
of cases pending by 515, or a reduction of approximately 24 percent. 

It is very easy to criticize, to refer to the backlog. I, myself, be- 
lieve that it may be possible to cut the number of unfinished eases in 
the Section of Complaints by another 150 to 200 cases, 1f the fine work 
of our staff continues. 

Mr. Tomas. How long is it going to take to clean up the backlog? 

Mr. Mrrcneii. We can never clean it all up. 

Mr. Tuomas. You are touching upon a sore subject to us. We may 
agree with you entirely. 

Mr. Mrrenet. Frankly, I do not think we can ever clean it all up. 

Mr. Tuomas. I do not know of any excuse for any governmental 
agency handling a backlog that may take 2 and 3 years to whittle 
down. If the Government is going to regulate a business, that busi- 
ness should not have to wait for 3 years or 2 years or 18 months: and 
there is nothing wrong that will not cure these backlogs if you have 
the proper manpower. If you have that type of backlog, present 
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your figures, and your request for manpower to do it, and let’s get 


rid of it. 

Mr. Mircueti. Mr. Chairman, our present backlog, if that is the 
word to use, and I do not like ii, is only an accumulation of about 
6 months of cases, not quite 6 months’ work. The Commission is bound 
to have a workload of cases, I do not like these cases being delayed 
any better than you do, and I think my record on this Commission 
will show that. 

Mr. Tuomas. I know it does. 

Mr. Mircneti. And I know of no reason why 

Mr. Tuomas (interposing). You have a beautiful record, and we 
are proud of you and your record, too, and there is nothing personal 
about it. 

Mr. Mircue tt. I am not afraid of criticism, and if I were, I would 
not be on this job. 

Mr. Tuomas. Go ahead. 
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Mr. Mircnein. We will have cases delayed at least 2 or 3 years, 
vou say? We have a case now that has been going on down in 
Houston, Tex.—— 

Mr. Tuomas (interposing). Yes; but the lawyers and the parties 
themselves are responsible for that delay, and not the Commission. 

Mr. Mirenets. That is right. 

Mr. Tuomas. And if they are going to exercise their right of taking 
vou to the courthouse every 60 or 90 days, and appealing and delay 
ing, they cannot complain about that. I am talking about the indi 
vidual who is trying to get an order, one way or the other. Maybe 
i is contested or maybe it is not, and if he sees fit to delay it, that is 

ne thing; he cannot complain very much. But if you have anothe1 
case, and it is uncontested, 2 or 3 weeks or a month certainly ought 
to be enough time to get his answer, and he is helpless until he does 
vet his answer. 

Mr. Mircneiyi. I would not agree with you that 2 or 3 weeks’ time 
would be sufficient, Mr. Chairman. 

Mr. THomas. Well, go ahead. 

Mr. Mircue.yt. We give them 30 days’ notice, and it takes 2 weeks 
to check the certificate, and secure the necessary information. 

Mr. Tuomas. I mean, after the statutory period for notice, and 
so on. 

Mr. Mrrene.y. I would say that 6 to 7 months is short enough time. 
And I do not think you can get the workload down, so that all cases 
can be decided in less than 6 to 7 months. It is true, of course, that 
some cases are delayed for long periods of time. That is true in 
every court. I was a member of the Supreme Court of lowa for 10 
vears. But generally, if you will search the record, you will find that 
the parties themselves are at least in part responsible for the delay. 
We have some cases in which there are long, drawn-out hearings. 
One hearing is now being conducted which started last September, 
and my information is that the applicants—there are two of them 
will not finish their original case until about the middle of this month. 
And then the protestants will be heard. It must be kept in mind that 
many of these applicants are not in as big a hurry to have their cases 
decided as one would think. Of course, there are cases in which the 
Commission is to blame for the delays. Those delays caused by the 
Commission should be eliminated, and can be. 

Mr. Chairman, and members of the committee, I served upon a court 
for 10 years. During all of my business life, with the exception of 
that time, I have been engaged in the practice of law. I do not hesitate 
to say that a division which holds 1,178 hearings in a period of 
months; disposes of 2,081 applications and 331 petitions for reconsid- 
eration; rules and passes upon all appeals from the Motor Carrier 
Board covering temporary authority applications and section 212 (b) 
transfer applications, I would estimate an approximate 100 appeals 
and votes upon the prosecution of all who are alleged to have violated 
sections of the law involving the operation of motor carriers, has per- 
formed a lot of work. 

Mr. Tuomas. There is no doubt about that. 

Mr. Mrrcueitt. No commission or court is confronted with the 
volume of work, nor performs the volume of work, as does Division 1 
of the Interstate Commerce Commission. While you may conside) 
this to be out of order, I want to be on record as saying that Division | 
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and the Section of Complaints of the Bureau of Motor Carriers did 
an excellent job during the last 7 months, and I submit that a fair 
analysis of the work accomplished justifies the statement made. 


SECTION OF SAFETY 


Now, Mr. Chairman, the Section of Safety is under the Bureau 
of Motor Carriers also. 

For the year 1955, the Section of Safety, of the Bureau of Motor 
Carriers, received 32,650 accident reports from common and contract 
carriers alone. While we have jurisdiction over private carriers and 
the so-called exempt carriers in matters pertaining to safety, the pri- 
vate carriers are not subject to the accident reporting requirements of 
our safety regulations. The exempt carriers, while required to re- 
port, obviously do not come close to fulfilling their obligations in this 
respect, as is evidenced by the fact that the Commission received only 
146 accident reports from this group of carriers during the year. 

I regret to inform you that the number of accidents reported by the 
common and contact carriers increased approximately 18 percent in 
1955 over 1954. Fatalities resulting from reported accidents increased 
approximately 30 percent, to the startling total of 1,119. In this con- 
nection, I must emphasize the fact that the number of fatalities is 
based solely upon reports received from common and contract car- 
riers. 

I urge upon the Congress to appropriate more money for the promo- 
tion of safety within the trucking industry. 

Accidents are upon the increase : 31 percent more people were killed 
in these truck accidents— 

Mr. Tuomas (interposing). Judge, if you only regulate one-fourth 
of them, what are you going to do about the other three-fourths / 

Mr. Mircueny. We are not going to do much, unfortunately, but we 
regulate the exempt carriers for safety. We had 147 reports last year 
from the exempt carriers while from the common carriers we had 
$2,000 reports, and, of course, we are not receiv ing the exempt-carrier 
accident reports. We do have the right, and we do investigate some of 
them, but we do not have the field staff. And we do not have a staff 
big enough here in Washington to analyze the reports that come in, 
and they ought to be analyzed. 

Mr. Tuomas. If you had just short of a young army you still would 
not have enough people. 

Mr. Mrrcnett. I have another matter which I want to call to your 
attention. 

Mr. Tomas. Very well. 


NEED FOR AMENDATORY LEGISLATION 


Mr. Mrrcueni. These are my views, and I do not speak for the 
Commission. But I am convinced that there is no way, even by in- 
creasing the staff, to properly enforce the Motor Carrier Act. un- 
less Congress sees fit to pass the bill introduced by Congressman 
Yates—and I am sorry he is not here this morning—H. R. 8238, or a 
similar one, which would— 
amend part II of the Interstate Commerce Act to permit individual motor 
carrires to file suits to enjoin operations being conducted in violation of that 
part when said motor carrier is being, or would be, injured by such violation. 
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The Commission reported unfavorably on this bill, but at the hearing 
here a year ago I told Congressman Yates that I would call it to the 
attention ot the Commission in the hope that | might persuade the 
(‘ommission to reverse its position. 

Mr. Tomas. Judge, you do not mean to say that safety and com 
petition are mtere -+hangeable terms, do you? That is what it amounts 
to. If you give this fellow an opportunity to go in and file a com 
plaint against a prospective customer or competitor how is that going 
to affect the problem of safety ‘ 

Mr. Mircuenn. That is what I was just coming to. 

Mr. Tuomas. Excuse me; go ahead, Judge. 

Mr. Mrrcneie. My main reason for advocating adoption of a bill 
such as introduced by Congressman Yates is that, according to my 
studies, our field force spends better than half its time investigating 
and prosecuting carriers who are invading, illegally, the territory of 
some other carrier. I think the figure of 50 percent is low, but the 
Bureau of Inquiry claims it is not. I think it is better than 75, or 
perhaps 80 percent of the time, of the field force is used investigating 
trivial violations of a small carrier, alleged to be invading the terri 
tory of a large carrier. 

In the report of the Director of the Bureau of Inquiry and Com 
pliance, setting forth the court proceedings concluded = the 
ceeney period extending from October 1, 1955, to December 31, 
1955, there is shown a total of 99 motor carrier cases, asiaaieadiad 
court action. In checking this report, I find that 57 of the 99 cases 
es charges of operating without authority. Twelve of the 57 

ises Included other charges such as failure to have medical certificate- 
on file, but the remaining 45 cases were based solely upon the offense 
of operating without authority. I have no idea how many other cases 
were investigated concerning operating without authority, but at 
various of our field offices where I have made investigations the em 
ployees convinced me that the greater part of the time of our investi 
cators is consumed in that work. 

Now, what did the court think about those cases?) Why, the United 
States District Attorney and the court dismissed, without trial, 7 of 
these operating without authority cases, and 3 others, making a total 
of 10 cases which this Commission brought which were dismissed. 
That is better than 10 percent of the cases processed ; to me that is 
a pretty poor record. In one of the cases the Federal court fined the 
defendant $5. To show you what the judge thought about the case, 
the Federal court suspended the $5 fine. In two of the cases the de 
fendants were fined $25. In 15 others they were fined $50 each. A fine 
of $100 was levied in 2 cases, and a fine of $125 in 1 other. 

Does that not demonstrate that the court does not believe very 
strongly in these trivial violations? To me it shows that the Commis 
sion’s field staff is wasting its time investigating these trivial violation 

Mr. Tuomas. M: ivbe the court was doing a little « equity there, abie, 
You have a lush, protected market here and those small truckowners 
want to get a little of that trade. Maybe the court was doing a little 
equity between the certificated carriers and these others. 

Mr. Evins. Mr. Chairman, were you able to persuade your fellow 
Commissioners that you were correct / 
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Mr. Mircenetv. No, I was not. And the answer they gave was that 
they were afraid if we had these injunctive proceedings we would have 
to send somebody out to each Federal district court. 

Mr. Congressman, there is a district attorney in every district, and 
my experience has been that he is a very caps able and able I: awyer, and 
just as good as a lot of lawyers we have here in W ashington, and he 

can represent the Commission. And the reason I am advoct ating this 

is that I think this would relieve our field force, and put them on the 
all-important safety work. I cannot go along, and I find myself 
uni able to vote for a lot of these trivial prosecutions. If a man’s terri- 
tory is invaded that trucker can go into Federal court immediately 
and he can get an injunction against the invader, quickly, and without 
any trouble, and our field force can spend its time in far more im- 
portant work. 

Mr. Tuomas. Judge, how right you are. 

Mr. Mircuent. Some of the ICC staff will not applaud, Mr. Chair- 
man, and I am glad to hear you say that. 

Mr. Tuomas. I was one of these United States pe once, and 
[ think I know the psychology back in the operating areas. If you 
want to try one of these cases before a jury, it is going to i a little bit 
slow, but they are going to do their equity, as I mentioned a while ago. 

Mr. Mrrenen.. I do not want anyone to think that I am not in 
favor of increasing the size of the field force: I am, but I also feel 
that if we had this injunctive relief it would render a great service 
and help us in the most important work of safety. We get these re- 
ports every day or two. Last week, for example, in my own State 
of Iowa, four people, young people, young men, were killed by an 
exempt carrier failing to have proper brakes, and running around a 
gvasolinetruck. It is an outrageous thing. 


COMMISSION S LEGISLATIVE RECOMMENDATION 


Mr. Arpata. In our annual report this year, we have a legislative 
recommendation, that these exempt carriers, and private carriers, 
which are under our jurisdiction for safety purposes, be required to 
register with us. If they will tell us who they are, and give us ain 
names and addresses, and our reason is this, our job is safety educa 
tion, and if we knew who they are and could furnish them with copies 
of our safety regulations and the other educational material which 
would put them on notice and help them observe the requirements that 
we know, through experience, with relation to safety, would be helpful. 
It is a difficult situation to be put in, to be responsible for the safety 
of these vehicles on the highways when we do not even know who the 
owners are. 

Mr. Tuomas. You have a tremendous problem and frankly I do 
not know of anything on the homefront that is any more important 
than safety on the highways. This carnage that goes on daily is a 
sin. 

Mr. Arpata. It is frightful. 

Mr. Tuomas. How in the world is this Commission going to stop it 

I was in east Texas not too long ago, standing on a porch of the 
farm where I was born and reared. 

One of the fastest things in the world is a big truck. They passed 
by that house at 60, 70 and 80 miles an hour—these big trucks that 
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you cannot see over, under, or around. About the only way you can 
bring safety to the highways is by slowing down the speed, and you 
ire not going to slow down the speed by statute; about the onty Way 
you will slow it down is by making the e ngine so it will not go more 
than 50 to 60 miles an hour. ‘These truck people are just bes every 
body else, they want to get the job done and they do not mind going 
60 or 70 or 80 miles an hour. They are just like the fellows running 

| passenger car, who think they can get there quicker by going S 
or 90 miles an hour, and I doubt if the ‘vy gain any time, because dr iving 
steadily at 55 or 60 miles an hour will get there just about as quic ‘ly 
as driving 90 miles an hour for 400 or 500 yards or half a mile. 

Safety 1S certainly a challenge to everybody and I do not see how 
this Commission is going to do it. The people back home have to sit 
up and take notice, “but “if they are willing to put up with it day by 
day, and if the safety facilities on the highw: Ly cannot aie the 
speed and frankly, I I do not think the h: indling of it is too good yet. 
About the only way it can be handled is by reducing the speed of these 
engines, it seems, and the test is whether or not you are reducing the 
accidents on the highway every day and that figure seems to be on the 
increase. 

Mr. Arpata. Yes. 

Mr. THomas. Suppose you had 500 additional people in this work; 
what would it amount to? 

Mr. Arpata. If it were a matter of speed that would be a subject 
for States, as you say, to enforce. But our particular jurisdiction in 
the field of safety is to make sure that these vehicles are proper! 
equipped and that the drivers are competent. 

Mr. Tuomas. Well, the safety divisions in the States are doing the 
same thing; are they not ? 

Mr. Arpata. No, sir; they cannot reach the source, because wher 
you have an interstate carrier, domiciled at some other place, the) 
cannot reach it. 

Mr. Tuomas. Don’t the local constable, sheriff, or the local police 
officer have jurisdiction ¢ 

Mr. Arpata. Yes, sir; they have, but they cannot always check the 
driver to make sure that he is medically ‘sound and mentally com 
petent and that drivers pass the tests periodically, and also make sure 
that the vehicle is properly equipped; that it has the safety devices on 
it that it should have. 

Mr. Tuomas. Yes; but biting at this thing in a little way is ji 
like going hunting with a BB gun. You have no jurisdiction ove 
three- fourths of the trucks on the highways and it would take a young 

army to police the other fourth. I “think it is over and beyo nd, far 
heyond, the jurisdiction of the Interstate Commerce Commission to 
try to do this job, which is a job that ought to be done by the States. 
I think we are inviting trouble when you try to get ake that. field, 
hen the responsibility is not yours, and it belongs to someone else. 

[ do not know why you want to continue to try to get into this field. 


INCREASE FOR EDUCATION AND COMPLIANC] 


Mr. Arpata. As you see, in the budget we have here, we are augment- 
ing the educational staff in the field, and especially in the field of 
compliance. We are trying to get compliance, and we are looking for 
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compliance, not prosecution. Obviously the emphasis of prosecution 
has to be on the flagrant violator, as a deterrent to the man who might 
want to violate the laws, because we cannot go out and prosecute every- 
body. We do not have men enough to do it, and we do not have the 
ammunition to do it; but we have to use some selective method in the 
operation. Where you have a violation that is flagrant, the operator is 
on notice that he is violating the safety regulations and the emphasis 
is put on prosecu ion. Anybody, any driver, can become emotionally 
upset, and he might violate some of the local laws and regulations, and 
certainly we cannot control everyone ; but the best we can 1 do is to make 
sure that these regulated carriers are provided an inspection service 
that is competent, so that the vehicles before they go out are inspected, 
and that they also maintain decent maintenance requirements and that 
their drivers are not violating the hours of service, driving longer 
hours than they should, and that they are competent drivers. 

Mr. Haw. You will reeall one bad accident that would not have 
happened, in San Francisco, where a truck ran a block or more down a 
hill, simply because of a brake failure. 

Mr. Tuomas. You have reference to the one that was hauling horses ? 

Mr. Arpaia. No; this is one that ran down Clay Street in San 
Francisco. 

Mr. Ham™. And seven people were killed. 

Mr. THomas. I refer toa truck that ran down a hill and did not touch 
a hair of anybody. 

Mr. Arpata. That was in the State of Kentucky: was it not ? 

Mr. THomas. No; I am referring to one in California. 

Mr. Evins. They had one right out here in Maryland about like that, 
did they not ? 

Mr. Arpata. That is the one we are referring to. 

Mr. Tomas. I know there area lot of them. Go ahead. 

Mr. Arpata. What T was going to say was this: That the Safety 
Section does another big job. The Safety Section is pointing out to 
the equipment manufacturers the improvements that can be made to 
these vehicles, and it is working closely with the development of new 
types of equipment and safety appli: inces. A good job is being done 
in this field. 

Mr. Tromas. Yes. General Motors and Henry Ford are putting 

. lot of money into television programs, telling the people about it. 
What are you doing in that regard? Is the Interstate Commerce 
Commission going to tell those people who make the trucks? 


PROPOSED COMMISSION REGULATION ON AUXILIARY BRAKING SYSTEMS 


Mr. Arpata. They get their ideas from experience that is shown 
through the operation of these vehicles. Mr. Cox can give you figures. 
But they do have a problem right now trying to develop an auxiliary 
braking system, and there is a procedure under way right now trying 
to find that out. You have to have some system of control so ‘that 
when the brakes fail the braking system will control the vehicles. 

Mr. Ham™. Mr. Blanning can give you a statement on that. 

Mr. Buanninc. General Motors and other truck manufacturers 
have a committee of engineers that has made a study of the methods 
of stopping a truck where the braking system failed. 
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We have published that as a proposed rule, and we are now in the 
ourse of having conferences with the equipment manufacturers and 
with the truck users as well as the truck manufacturers, to try to get 


a regulation of the Commission which will require the moditied 


brake system adopted for all interstate trucks on the highways. en 


veneral principle they have agreed on; of course, they are not. all i 


accord on the details, but it was not until after the publication of 
the rule which had been proposed and recommended th at they were 
ible to get together. Of course it will cost money and it will require 
an order because ordinarily they would not be going around looking 
for something additional to put on these trucks. 

Mr. Tuomas. That is understandable, and it would be an added fae- 
tor for safety, would it not ¢ 

Mr. BLanninc. It is a system which the Commission will adopt 

| do not know exactly what the details will be, but there will be no 
trucks operating on the highways in interstate commerce, and that 
will include exempt trucks, that cannot be stopped by the driver, even 
where the braking system fails. 

Mr. Tuomas. All right. Go ahead Mr. Chairman. 

Mr. Arpara. I was going to say that you are absolutely correct, that 
even with a young army we could not police every ve ‘hicle on the high 
Wavs, but we rec ognize our job is simply a job ot ‘obt: aining compli: wice 
through educating the certificated carriers, and so far as the others are 
concerned, the exempt and private, we could send them copies of the 

regulations, if we had their names and addresses. We know now 
ihat some of them do not even know of the existence of safety regula 
tions; and that is why we say if they were registered, at least we could 
supply them with copies of the safety regulations and of the Com- 
mission’s rules. But as far as they are concerned now it is only when 
an accident happens that we find out that the truck belongs to an 
exempt carrier, or to a private carrier. I think the regulated « 
riers, by and large, and particularly the ones that have a fleet "ad 
trucks, are doing a good job. They are interested, and it is to their 
self interest to do so, because accidents cause damage to their cargo, 
x their trip schedules are broken up with resulting delay all along 
the line, and that causes loss of time and money. They are interested, 
of course, in having a good maintenance program and a good inspec 
tion program. 

Mr. Ham. I am going to ask Mr. Blanning to give us a statement 
on the effects of the ‘safety program in preventing accidents. 


EFFECTS OF THE SAFETY PROGRAM 


Mr. THomas. We will be very glad to have it. 

Mr. Buanninc. These are figures which we have obtained through 
making examination of truck companies which had bad safety records, 
Our people went out and put in a good safety program for those con- 
cerns, and it was adopted. We made a study of the accidents, for a 2- 
year period, before and after the program had been in effect a year. 
Our statement shows the average result that the number of acc idents 
and the number of deaths was reduced about 42 percent over the year 
before the program was put into effect. 

Mr. Tuomas. That is remarkable. 
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Mr. Arpata. You see it is the sort of job that we want to do, should 
do, and try todo. We feel that this budget is realistic and practical, 
and that it is pretty well balanced, because it will allow us to give 
service to the public out in the field, not only in this connection, but to 
the small carriers, out in the field. W here you do not have district 
supervisors to answer their inquiries and give ‘them help, then they are 
not getting the kind of service they should receive. And through this 
budget we are able to supplement the field organization and get enough 
assistance in the Bureau. As I said, it is well balanced, in that re- 
spect, because we are also adding to our examining staff, that is the 
nonhearing staff, a sufficient number that we can absorb and train and 
prepare them to fill the gap which will come to the Commission when 
the older people are ready to retire. 


EMPLOYEES IN GS-12 AND ABOVE ELIGIBLE FOR RETIREMENT 


We have some figures that will show that approximately 32.5 per- 
cent of our entire staff are eligible, or will be eligible for retirement 
— a period of 2 years. We are topheavy with older people, be- 

‘ause the Commission has not. had a sufficient budget for a period of 
years and during that time it has not been recruiting, educating, pre- 
paring and developing its professional staff. 

Mr. Tuomas. Mr. Chairman, Mr. Hamm, and the other Commis- 
sioners deserve some credit and a pat on the back, for a training pro- 
gram, and this is the first step that I have noticed that has been taken 
in that regard. It is good and fine and grand to have the older people, 
but you cannot expect to keep them foreover. 

Mr. Arpata. No. 

Mr. Tuomas. They are going to retire sometime, and you certainly 
are showing fine wisdom in retaining these fine experts you have 
here—they are still young, but we have a rule in Government that 
they must retire at 70, and frankly I do not know of ne sillier, 
when a man’s longevity has been increased by 20 years or more in the 
last 50 years, so we are told by the experts, the ietinniats and the 
doctors generally ; and incidentally we may try to do something about 
that. The test should be the ability to perform, and age ought not to 
be the principal factor; but be that as it may, you are going to have 
to give them up sometime, and you are going to have to start drawing 
on some of the young folks. 

I noticed a figure somewhere in your justification. You want to 
train how many more people, generally, throughout the Commission ? 
Was it 48? 

Mr. Arpata. There are 28 examiners. 

Mr. Tuomas. Yes; but you want others besides examiners. 

Mr. Arpatra. Yes. That figure was just for the examiners. 

Mr. Tuomas. I think I saw a composite figure here somewhere. 
Where would that be found in your justifications, showing the number 
you want to train? 

Mr. Hamm. The total # 

Mr. Tuomas. You want to start a program, and you had a composite 
figure somewhere. There were 2 or 3 in rates. 

Mr. Arpara, Yes. 

Mr. Tuomas. And you had some examiners. 

Mr. Arpata. Yes. 
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Mr. Tuomas. What is that total figure ? 

Mr. Hamm. I think that figure would be included in this chart. 
| have here a chart which gives the employees in grades, GS-12, and 
above, who are immediately eligible for retirement, or will become 
eligible within 2 years. 

In the lefthand column you will notice those who are 65 or over. 

Mr. Tuomas. And 382.5 percent of your people will be eligible for 
retirement in 2 years, according to this statement. 

Mr. Hama. That is correct. 

Mr. Tuomas. Mr. Reporter, will you insert this statement in the 
record at this point. 

(The statement referred to follows :) 


Employees in grades GS-12 and above who are immediately eligible for retire 
(by age and years of service) or will become eligible within 2 years (as of Deceml 
1955) 


Total | Percenta 
number employes 
of em elizible for 
Bureau or office ployees| immediate 
65 and |» sg ip r 1 in retirement o 
60 to 64 | 58 to 59 a . 
over to 64 | 58 toS GS-12 retirement 
and up within 2 years 


Commissioners’ offices 

Office of the Managing Director 

Office of the Secretary 

Office of the General Counsel 
Accounts, cost financing, and valuation 
Finance 

Formal cases 

Inquiry and compliance 

Motor carriers 

Rates, tariffs, and informal cases 
Safety and service > 
Transport economics and sts atistics. 
Water carriers and freight forwarders. - 


Total 


Summary of employees in grades GS-12 and above, who are or will be within 2 years, 
ogi for retirement (as of December 1955) 


Percentage 
ba mai on 
Number total of 459 
employees in grades 
GS-12 and 
bove 


Employees cligible for immediate retirement 
Employees eligible for retirement within a period of 2 years 
Total 


Mr. Tuomas. Incidentally, Mr. Director, this is as good a budget 
as I have ever seen, and we have seen a good many, sitting here ; it 
has a lot of good information in it and I think it is well balanced. 

Mr. Hamo. Thank you. 

Mr. Arpaia. I have those figures here, I believe, Mr. Chairman. No, 
these are the figures for the retired employes. 

Mr. Hamm. I am wondering whether what you saw was with refer- 
ence to Formal Cases. 

Mr. Tuomas. I think I saw a composite figure somewhere. I may 
be wrong about it; but it was not a figure of 28. 
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Mr. Arpata. No; that was just the examiners. We can summarize 
it. 

Mr. THomas. Can someone give us a quick estimate now of what we 
will call trainees, regardless of their duties, or what bureau they 
are going to be in. 

Mr. Arpata. One hundred sixty-five additional positions. 

Mr. THomas. Yes; but they are not all trainees. 

Mr. Arpara. No. Of those how many are trainees / 

Mr. Hamm. Here is a peculiar thing, Mr. Chairman 

Mr. Tuomas. I had a figure in mind of either 16 or 18, which T saw 
somewhere. 

Mr. Arpara. Besides the 28 examiners. 

Mr. Hamm. I think you are thinking of the statement in here re- 
ferring to the Bureau of Formal Cases. We asked for 10 more. But 
if you will refer to that chart you will find that of grade 12, for 
instance, 49 percent of the people of that grade, in Formal Cases, 
will be eligible for retirement in 2 years. 

Mr. Tuomas. Very well; go ahead. 

Mr. Hawn. And 22 percent of the Commission’s employees, either 
in grade 12, or above, are eligible for immediate retirement, on the basis 
of age, length of service; and as I understand the law provides that 
they can retire before the age of 60, if they have had 15 years of 
service. 

Mr. THomas. No. 

Mr. Arpata. Thirty years service. 

Mr. Hamm. It is after 30. 

Mr. Arpata. Yes. 

Mr. THomas. What percentage of them are eligible now? 

Mr. Hamm. Twenty-two, and an additional 10 percent will be 
eligible 

Mr. Tuomas. What percentage of them are now eligible for retire- 
ment ? 

Mr. Ham™. Twenty-two percent. 

Mr. Tuomas. Are eligible now ? 

Mr. Hamm. In grade 12 and up, of course, that is where you get the 
best leadership. 

Mr. Tromas. Yes. 

Mr. Arpata. The distribution of that is surprising, because in 
Accounts, Cost Finding, and Valuation, 57.5 percent would be eligible 
for retirement in 2 years: and in Formal Cases, 49.2 would be eligible 
for retirement in 2 vears. 

Now. another point I wanted to make 

Mr. Troomas. What about your training program ? 

Mr. Arrata. We are taking in these 10 people, in Formal Cases, 
and training them so we can develop those fellows in time. It cannot 
be done quickly. 

Mr. Tuomas. It cannot be done overnight. 

Mr. Arpata. No. That is where we are taking in that number, and 
we are taking in 18 in the Section of Complaints, and that makes a 
total of 28; and then we have how many in the Rate Bureau, Mr. 
Hamm ? 

Mr. Hamm. Five. 

Mr. Arpata. And five in the Rate Bureau. That is another tech- 
nical function. 
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Mr. Hamm. I think if you will refer to page 55, in the Bureau of 
Accounts, Cost Finding, and Valuation I believe that will give you 
about what you had in mind, 

Mr. Tuomas. No; I seem to remember a composite figure away 
back over near the end of your justification statement on training: 
but I must be in error. Do you have anything further to add on that 
subject ¢ 

Mr. Arpata. I think that is all. 

Mr. Hama. We do now have, Mr. Chairman, for the first time a 
man who was trained, in training courses in the Commission, and who 
is taking these people and training them for supervisory work, and 
who is doing the training of the people in the Commission. We have 
some right now in safety work. 

Mr. Tuomas. That is a very fine statement, and we are very much 


interested in it: and we thank you very much. 
SUMMARY JUSTIFICATION DATA 


Mr. Tuomas. Mr. Reporter, will you insert pages 1, il, ill, iv, v, 
and vi. I think I have worked this over very carefully, and we will 


have that inserted at this point in the record. 
(The statements referred to follow :) 


Salaries and expenses, Interstate Commerce Commission 


| 1956 estimate | 1957 estimat 


Appropriation or estimate - ‘ $14, 000, 000 
Comparative transfer from: 
‘General expenses, Interstate Commerce Commission”’ 1 $11, 115, 000 
“Railroad safety, Interstate Commerce Commission” 1 1, 030, 000 
‘Locomotive inspection, Interstate Commerce Commission”’ 1751, 000 


Total obligations - - --- a siete 12, 896, 000 14, 000, 000 





1 Includes proposed aula mental due to pay increases: 
General expenses ; 6a $678, 000 
Railroad safety _- 55, 500 
Locomotive inspection. 41, 500 


Obligations by objects 


Object classification 1956 estimate 1957 estimate 


Number of permanent positions: 
Departmental _--------- oem , 381 1,414 
Field __- i pan ee 594 26 


Total sis a : 1,975 2,140 
Average number of alle mployees- ---- 1,916 2. 076 


01 Personal services. - ---- “ $11, 557, 676 $12, 397, 216 
02 Travel é : 572, 899 890, 000 
03 Transportation of things cnet 3, 100 6, 100 
04 Communication services : 52, 900 66, 700 
Penalty mail ; 5, 200 | 48, 700 

05 Rents and utility services_. -_- 54, 389 57, 037 
06 Printing and reproduction 55, 000 163, 200 
07 Other contractual services 4 : | 35, 386 133, 197 
08 Supplies and materials__- 26, 100 141, 200 
Equipment ‘ . 5, 950 | 94, 950 
Refunds, awards, ‘and indemnities___- ; | 800 800 
Taxes and assessments Sees 2, 600 900 


Total obligations. -- a ws oul 2, 896, 000 14, 000, 000 
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JUSTIFICATION FOR APPROPRIATION FOR THE FISCAL YEAR ENDING JUNE 80, 1957 


The estimate for appropriation for the Interstate Commerce Commission for 
the fiscal year 1957 is $14 million. The budget for 1957 provides 1 appropriation 
for this Commission in lieu of the 3 existing appropriations. The following 
statement shows a comparison of the amounts appropriated plus supplementals 


€ 


needed for pay increases for the current fiscal year under the 3 existing appropria- 
tions with the amount included in the 1957 budget for this Commission under 1 
appropriation, and the increase recommended for 1957. 


Fiscal year 1956 


a 
Appropriated 
plus supple- | 1957 budget 


| Increase 
mentals for | estimate 
| 


recommended 
for 1957 


Appropriation title 
pay increases ! 


Salaries and expenses_ _- : 2 $14, 000, 000 


General expenses $11, 115, 000 |--- 


Railroad safety it aes 1, 030, 000 ; ae ea - 
Locomotive inspection dee 751, 000 | | 
roe ae ee ee ee 12, 896, 000 | 14, 000, 000 1, 104, 000 


| 






2stimated supplemental appropriations are as follows: ‘General expenses,’’ $678,000; “‘Railroad safety,” 
$55,500; ‘Locomotive inspeetion,’’ $41,500. 


The estimate for the new appropriation title, salaries, and expenses, Inter- 
state Commerce Commission, provides for all the activities to be performed 
by the Interstate Commerce Commission. 

The proposed consolidation of the 3 appropriations, “General expenses,” 
“Railroad safety,” and “Locomotive inspection,’ into 1 appropriation coincides 
with a recommendation included in the President’s budget for 1955 and 1956 and 
the independent offices appropriation bill for 1956 as passed by the House 
of Representatives. Effective June 1, 1954, the former Bureaus of Safety, Loco- 
motive Inspection and Service were merged into a new bureau entitled, Bureau 
of Safety and Service. The Commission believes that greater efficiency and 
economy will result if the activities of the new bureau are financed from one 
appropriation instead of several appropriations. 

Complete interchangeability of locomotive inspectors and other field em- 
ployees will not be possible until amendments are obtained to the Locomotive 
Inspection Act. 

The appropriation text for the proposed appropriation “Salaries and expenses’ 
shows that not less than $1,900.000 is to be made available for the work per- 
formed under former appropriations, “Railroad safety” and “Locomotive In- 
spection.” The $1,900,000 represents an increase of $119,000 over the total of 
the 1956 appropriations of $1,781,000 for these 2 activities, including estimated 
supplemental appropriations of $97,000 for salary increases. The increase is 
primarily for travel expenses, and will permit the increase of travel for the 
field inspectors from an average of about 9 days per month for the current 
year to an average of about 12 days per month during 1957. 

The 1957 budget also provides $100,000 for defense mobilization functions 
delegated to the Commission by the Director of the Office of Defense Mobiliza- 
tion. This is a reduction of $25,000 from the $125,000 available for the current 
fiscal year, and results from the planned completion of the tax amortization 
program during the current fiscal: year. 

For activities covered by the former appropriation, “General expenses,” other 
than defense mobilization functions, the 1957 budget provides $12 million. 
This is an increase of $1,010,000 over the appropriation for the current fiscal 
year of $10,990,000 including $678,000 estimated supplemental appropriation 
for salary increases. 

Of the increase of $1,010,000 provided for activities under the current appro- 
priation, “General expenses,” $864,244 is for personal services and provides 
for 171 new positions for activities under this appropriation, $99.042 is for 
travel expenses primarily in connection with the additional employees, and 
$46,714 is for other objects, primarily for the purchase, operation, and main- 
tenance of 41 additional automobiles to be used by the field staff of the Bureau 
of Motor Carriers. 


’ 





57 


for 
tion 
ving 
itals 
ria- 
er 1 


4, 000 


ety, 


ter- 
ned 
es,” 
des 
and 
use 
C0- 
eau 
And 
one 


em- 
tive 


es” 
er- 
In- 

of 
ted 
. is 
the 
ent 


ons 
Za- 
ent 
ion 


her 
on. 
cal 
ion 


TO- 
les 
for 
ind 
in- 
‘au 


1563 


The overall increase for the Commission is 165 positions which represents 
the net of 171 additional positions and decreases of 6 positions as follows: Five 
employees presently engaged in tax amortization program which will be com- 
pleted during the current fiscal year and the discontinuance of a separate fleld 
office for the Bureau of Water Carriers and Freight Forwarders at St. Louis. 

Of the 171 additional positions included in the 1957 budget, 144, or 84 percent 
will be assigned to increasing the Commission’s ability to perform its responsibil- 
ity in the regulation of motor carriers. The major portion, or 112 positions, of 
this increase will be in the field service of the Bureau of Motor Carriers to provide 
a more active field force to investigate reports of violations and to promote safety 
of operation of motor carriers on the Nation’s highways. An increase of 10 addi- 
tional attorneys is included in the 1957 budget for the Bureau of Inquiry and 
Compliance to process the increased number of reports of investigation of alleged 
violations to be submitted by the field employees of the Bureau of Motor Carriers 

The 1957 budget provides for 18 additional nonhearing examiners and 2 clerks 
for the Section of Complaints, Bureau of Motor Carriers, and 2 additional clerks 
for the Section of Dockets, Office of the Secretary. These additional employees 
are needed to handle the increasing number of applications received by the Com 
mission in connection with operating authorities and finance matters of motor 
carriers. The Commission disposed of 3,246 such cases in 1955 which was an 
increase of 15.7 percent over the 2,806 cases disposed of in 1954. However, during 
the fiscal vear 1955, the Commission received 3,348 such applications or an in- 

rease of 37 percent over the 2,444 received in 1954. 

For the Bureau of Formal Cases the 1957 budget provides for 10 additional non 
hearing examiners. This increase is needed to provide a training force to replace 
a large number of experienced examiners who will or may retire during the next 
2 years and also to reduce the amount of time now required to dispose of pro- 
ceedings handled by this Bureau. 

The 1957 budget provides for an increase of 10 service agents over the 30 service 
agents available for the current fiscal year. With a permanent force of 40 service 
igents trained to cover all phases of railroad operating practices, the Commission 
will be better able to investigate promptly congressional and industry complaints 
regarding car distribution and to see that cars are used to the fullest extent pos 
sible in transportation service. An additional explosives agent is provided for 
1957 in order to assist in the regulation of the transportation of explosives and 
other dangerous articles by highway, rail, and water. 

Included in the 1957 budget for the Bureau of Rates, Tariffs, and Informal 
Cases are five additional positions. One of these additional positions is needed 
to specialize in freight classification work which is a highly technical subject 
requiring continuous study of changing values, uses, and transportation char 
acteristics of the various commodities that move in commerce. Of the other 4 
positions, 3 will be assigned to the work of rate and tariff interpretations and 1 
is needed in the Board of Suspension to handle the lirge amount of clerical and 
typing work, 

The 1957 budget provides for one additiondal position for the Section of Sim 
plies and Publications, Office of the Managing Director, for the purpose of op 
erating duplicating machines which are designed to increase production 

Included in the 1957 budget is $890,000 for travel expenses which is an increase 
of $217,101 over the revised allocation of $672,899 for the current fiscal year. Of 
this increase $118,000 is necessary to provide additional travel days for inspectors 
of railroad safety and locomotive inspection, $80,183 is for travel expenses of the 
additional employees provided in 1957 budget, $12,426 is for additional travel for 
the Commissioners and the Section of Complaints, and 86,492 is for annualiza 
tion of the increased per diem rates which were made effective August 1, 1955 

The-1957 budget provides an increase of $2,648 to pay the full annual cost of 
additional tabulating equipment acquired during the current fiscal year for the 
sureau of Transport Economics and Statistics in the development of more cur 
rent statistical information of transport operations and movement of traffic 

An increase of $8,200 is provided for printing and reproduction in order to print 
revised motor carrier safety and explosives regulations and for an increased 
number of Commission decisions. 

The 1957 budget provides an increase of $11,100 for supplies and materials 
primarily for the additional employees included in the 1957 budget and $4,000 for 
gasoline, oil, and auto supplies for the 41 additional automobiles to be purchased 
in 1957. 

For equipment, the 1957 budget provides an increase of $19,000 which repre- 
sents the net of an increase of $27,000 for additional passenger automobiles and 
a decrease of $8,000 in office equipment. 
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The President’s budget for 1957 provides for the purchase of 60 passenger 
automobiles which is an increase of 20 over the 40 authorized to be purchased 
in 1956. Of the 60 included for the 1957 budget, 19 are for replacement purposes 
and 41 are to be added to the present fleet of 146 automobiles. The 41 addi- 
tional automobiles are needed in connection with the 31 district supervisors and 
32 safety inspectors, or 63 additional employees who will use Government auto- 
mobiles in the performance of their duties. 

Other increases provided in the 1957 budget are $3,800 for communication 
services and $2,500 for penalty mail, both of which result from the additional 
employees provided for 1957. Decreases estimated are, $2,189 under other con- 
tractual services which results from costs incurred in 1956 for rearrangement of 
office space and $1,700 in the cost of Social Security taxes as the result of grant- 
ing career-conditional appointments to current employees with indefinite status. 





PURCHASE 





OF AUTOMOBILES 


Mr. Tuomas. At this point I want to refer to the last paragraph 
on page v, which states: 

For equipment, the 1957 budget provides an increase of $19,000, which represents 
the net of an increase of $27,000 for additional passenger automobiles and a 
decrease of $8,000 in office equipment. 

I find here, 41 new cars. What about GSA equipment? Are you 
doing any business with General Services Administration? It says 
the budget for 1957 provides for the purchase of 60 passenger vehic les, 
automotive vehicles. The cost of those 60 automobiles is S81. 000, and 
old vehicles to be exchanged 19, in the trade for the 60. 

Mr. Hamm. Yes. 

Mr. Tuomas. Is that the correct figure ? 

Mr. Hamm. Yes. 

Mr. Tuomas. Old vehicles still to be used would be 127. Is that 
correct ? 

Mr. Hamm. Yes. 

Mr. Tuomas. Plus the 60 will give you a total of 187; is that cor- 
rect ? 

Mr. Hamm. Only 41 of the 60 are additional that would make a 
total of 168. 

Mr. Tuomas. I note you say that 41 are additional cars. 

Mr. Ham. We need cars for the new people, Mr. Chairman. 

Mr. Tuomas. And 41 additional automobiles are needed in connec- 
tion with the 31 district supervisors; and 32 safety inspectors. 

Mr. Hamm. Yes. 

Mr. Tuomas. Or 63 additional employees will use Government 


automobiles in the performance of their duty, and the two go hand 
in hand; is that correct ? 


Mr. Hamm. That is right. 

Mr. Tuomas. The narrative part of this statement is pretty effec - 
tive; this is a good table, and it tells the story. 

You will note that the total obligation for the fiscal year 1956, 


$12,896,000, which includes in the neighborhood of about how 
much 


Mr. Hamm. $775,000. 

Mr. Tuomas. $775,000 for the pay increase; and the figure for 1957 
is $14 million. You have an increase of about $1.1 million, in round 
figures. 


Mr. Hammon. 








It is $1,100,000, in round figures. 
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PERSONAL SERVICES 


Mr. Trromas. Let us take up the personnel figures for a moment. 
You jump from 1,381 in the fiscal year 1956 to 1,415 for the depart 


nent, that is an increase of 32; and in the field you go from 594 to 


726, an increase of 132. 

So for the fiscal vear 1956 you have a total of 1,975 against a tota 
requested of 2,140 for 1957. My figures here show 165 or 166. 

Mr. Ham™. That is 1,975 and 2,140. 

Mr. Tuomas. That is right. 

Mr. Ryan. That is 52 for the departmental. 

Mr. Tuomas. You have departmental, increase 32: and you have 
field, 133; and the overall is 165. 

Mr. Hamo. That is right. 


PERSONAL SERVICES BY BUREAUS 


Mr. THomas. That makes it. You hada good table in here showing 
where you intended to allocate it. Mr. Reporter, will you be good 
enough to insert this table here, on page 2. The print is a little small, 
but it will be all right. 

(The table referred to follows :) 
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INTERSTATE COMMERCE COMMISSION 


Comparison by bureaus and offices of the estimated number of positions and total 
obligations for the fiscal year 1956 with fiscal year 1957 


Bureau or office 


Commissioners and their offices 


Managing Director: 
Office 
Budget and Fiscal 
Personnel Office 
Stenography 
Supplies and Publications 


Office _. 


Total, Managing Direct 


Secretary: 
Office 
Dockets 
Reference Services 
Mails and Files 


Total, Secretary 

Office of the General Counsel 
Transport Mobilization Staff 
Accounts, Cost Finding and Valua- 

tion 
Finance 
Formal] Cases_.- 
Inquiry and Compliance 


Motor Carriers: 
Administration 
Certificates 
Complaints 
Insurance 
Safety 


Field 


Total, Motor Carriers 
Rates, Tariffs and Informal Cases 


Safety and Service 

Director’s Offices 

Section of Car “ervice 

Section of Locomotive Inspec 

tion 

Section of Railroad 

Excluding 
Branch 

Explosives Branch 


‘afety 
Explos 


Total, Safety and Service 
Transport Economics and “tatisties 
Water Carriers and Freight For 

warders 
Penalty mail 
Printing and reproduction 
Total, Interstate Commerce 
Commission 


1 Cost of operation of this office is prorated equally among the 3 sections of the Bureau of Safety 
Service. 





1957 


l 
| Comparison, 1956 
with 1957 


sas i | tas tas 
Positions} Amount | Positions} Amount | Positions! Amount 


1, 975 


| 


$377, 


259 


82, 

129, 673 
83, 943 
144, 951 


268, 919 


709, 967 


64, 571 
156, 985 
100, 313 

91, 305 


413, 174 
, 950 
5, 000 


1 (29, 
370, 


75) 

‘ol, 

, 030, 000 
54, 464 

2, 205, 705 
683, 203 


117,114 
40), 600 
155, 000 


12, 896, 000 


2, 140 


—16, 052 


—8, 553 


+6, 744 

+283 
—1, 448 
+8, 834 


+14, 413 
+2, 637 
—25, 000 


+46, 613 
+10, 054 
+-64, 850 
+95, 259 


>, 537 
5, 343 
, 754 


, 799 


, 746) 
34, 834 


793, 000 


, 107, 
60, 


ons 
2, 395, 


689, 
108, 


43, 
163, 


14, 000, 


334 
758 
073 +574, 359 
+63, 771 
975 +-36, 219 


14 (2, 646) 
+64, 593 


+42, 000 


000 
160 


, 000 
5, 996 


294 
481 


4 5so 
5, 188 


906 
100 
200 


—1 , 208 
2, 500 
, 200 


000 


+165 | 


+-1, 104, 000 


and 


INCREASE IN BUREAU OF MOTOR CARRIERS 


Mr. Tnomas. Let us just run down this table right quickly to see 


where you allocate these positions. 


Motor Carriers. 
crease of 132? 


Mr. Hama. That is right. 
Mr. Trromas. Which accounts for the vast majority of the totas 


increase ? 


First let us take the Bureau of 
You jump from a total figure of 613 to 745, an in- 
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Mr. Hamm. Yes. 

Mr. Tuomas. Now you have a 40-percent increase over here: 10 in 
Finance, and 10 in For mal Cases ? 

Mr. Hamm. Ten in Formal Cases and 10 in Inquiry and Compli 
ance; not in Finance. It is just a little hard to follow those figures 
across the line, 


INCREASE IN BUREAU OF SAFETY AND SERVICE 


Mr. Tuomas. That is just about it; is it not? You have in Safety, 
ll ¢ 

Mr. Ham. That is right; 11 

Mr. Tuomas. Then you have 10 in Service. You are referring there 
to the explosive agents? That is in the Bureau of Safety / 

Mr. Hamm. That is right. 

Mr. Tuomas. How many for both inspection and the old bureau / 

Mr. Hamm. No increase. 

Mr. Tomas. They are purely for your highway inspection 

Mr. Hamm. No; these services agents _these are not safety inspec- 
tors; they are locomotive inspectors; and the service agents. 

Mr. Tuomas. That is what I was talking about. You have merely 
changed their title? 

Mr. Arpata. No; that is a different function. 

Mr. Hamm. Yes. 

Mr. Arpata. They are the ones who check on the service to the 
public, of supply of freight cars, location and distribution of cars, 
and so on. 

Mr. THomas. Oh, yes; I remember you said you were really going 
to take these cars around. 

Mr. Arpata. Yes. 

Mr. Tuomas. Put your finger on that statement right quickly and 
let me read it into the record. 

Mr. Hamm. It is page 124. 

Mr. Tuomas. It is under the Bureau of Safety and Service ? 

Mr. Hamm. Yes; it is a section of that Bureau. 

Mr. Toomas. Why any increase over 1956? This Bureau was estah 
lished by the Commission effective June 1, 1954, and consists of the 
former Bureaus of Safety, Service, and Locomotive Inspection / 

Mr. Hamm. That is right. 

Mr. Tuomas. And you show an increase of 11. We will put page 
123 in the record here. 

(The material referred to follows :) 


BuREAU OF SAFETY AND Service (AcTiviry No. 5) 
GENERAL 


This bureau was established by the Commission effective June 1, 1954, and 
consists of the former Bureaus of Safety, Service, and Locomotive Inspection. 
This consolidation places under one Director all operating activities relating 
to safety on railroads and car utilization; also it will permit the development 
of an improved safety program and a better balance of inspection of railroad 
activities. 





1568 


Comparison of 1957 budget with 1956 appropriation 


Posi- Personal Other 


a 
. OU 
tions services objects Potal 


iscal year 


$1, 921, 482 $473, 812 | $2, 395, 294 
1, 860, 153 345, 552 2, 205, 705 


57 compared with 1956 . +61, 329 +128, 26 +189, 589 


The Bureau of Safety and Service consists of four major units. The following 
statement shows by these units the positions allocated for 1956 and those re- 
quested for 1957: 


Allocated, Requested, | 


| ’ 
1956 1957 Change 


Director’s office 

Section of Car Service 

Section of Railroad Safety 
Section of Locomotive Inspection 


Total...<.. 


The increase of $61,529 for personal services is needed for the 11 additional 
positions included in the 1957 budget, namely, 10 service agents and 1 explosives 
agent. 

The increase of $128,260 for other objects represents an increase of $129,517 
for “Travel offset” by a decrease of $1,257 in other items under this heading. 
Of the increase of $129,517 for travel $41,000 is needed for the Section of Loco- 
motive Inspection, and $77,000 for the Section of Railroad Safety, to permit more 
frequent inspections at inspection points distant * * *. 


Mr. THomas. What are these 11 people going to do now? 

Mr. Hamn. Ten of them are car-service agents who look after the 
distribution of cars from the shippers, che ck on terminal congestion, 
and release of cars from shippers. 

Mr. Tuomas. You have an increase of $128,260 and I notice this 
language: 

The increase of $128,260 for “Other objec ts” represents an increase of $129,517 
for travel offset by a decrease of $1,257 in other items under this heading. Of 
the increase of $129,517 for travel $41,000 is needed for the Section of Locomo- 
tive Inspection, and $77,000 for the Section of Railroad Safety * * *, 

That is included in your base for 1956 for which you have a defi- 
ciency; is it not? I mean you are removing the limitation in travel. 
The balance of the $11,517 is for the additional employees requested 
for the Section of Car Service. 

Mr. Hamm. I do not follow you, Mr. Chairman. 

Mr. Tuomas. The Director’s Office is 4 against 4. The Section of 
Car Service is 45 against 55. That is where } you increase. 

Mr. Ham™. That is right. 

Mr. THomas. And your Section of Railroad Safety is one, and that 
is an expert. Your increase for your oa objects” is $128,260, 
and your increase in “Personal services” is $61,329, making a total 
of $189.589. 

OTHER OBJECTS 


When I read this the other night I put a question mark up here 
as to why the increase. Let ‘me take a look at this composite table 
over here. It looked pretty good the other night. Let me see if it 
looks that good now for “Other objects.” 
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We will turn over to page 153. 
Please insert pages 153 and 154 in the record, Mr. Reporter. 
(The material referred to follows :) 


OssEcTs OTHER THAN PERSONAL SERVICES 
GENERAL 


Estimated obligations in the fiscal year 1957 for objects other than personal 
services total $1,602,784 which compares with estimated obligations for such 
objects during 1956 of $1,338,324, or an increase of $264,460. 

During the current fiscal year as in the past, the Commission has permitted 
expenditures of funds only for the most essential services. Every effort has 
been made to secure maximum economy in operation. Hearings, so far as 
possible, were set in Washington, D. C., to avoid per diem and transportation 
costs. When appropriate, special rules were prescribed in larger proceedings 
providing for prehearing exchange of exhibits by the parties, to eliminate oral- 
hearing time and reduce the costs for official reporting. Long-distance tele- 
phone calls and use of telegrams are being authorized only in instances where 
communication by mail would not serve the purpose. Purchase of office supplies, 
equipment, and printing and binding are being made only to the extent of 
meeting minimum requirements. ; 

The following statement shows the actual obligations for objects other than 
personal services for the fiscal year 1955, and estimates for the fiscal years 
1956, and 1957 ; also the change in 1957 as compared with 1956. 





{ | | 

Increase (+) 
: 2 ‘ e : or decrease 

Object classification ‘ 1956 | (—), 1957 as 

} compared 
with 1956 


Travel $533, 768 | $672, 899 | $890, 000 +-$217, 101 
Transportation of things---- eas | 6, 831 6, 6, 100 | 
Communication services 60, 641 32, 900 | 66, 700 | 

Penalty mafl........... SaPERe | 45, 586 46, 48, 700 
Rents and utility services__------- Seabee 50, 078 54, 38° 57, 037 | 
Printing and reproduction ici 156, 314 55, 163, 200 
Other contractual services--- _ 99, 238 | 35, 386 | 133, 197 

Services performed by other agenc ies___| 31, 572 1a 
Supplies and materials-_----.----.---- 122, 435 i, 141, 200 
Equipment. - -.--- 71, 892 5, 9 94, 950 
Refunds, awards and indemnities Sica 336 | ' R00 
Taxes and assessments --......---.------ . 10, 080 6 900 








1, 188, 771 , 338, 32 1, 602, 784 +964. 460 








TRAVEL 


The $890,000 requested under this heading represents an increase of $217,101 
over the allocation of $672,899 for the fiscal year 1956. Explanation of the 
increase is as follows 
Increased level of travel for current employees__-—-_ 7 I 
Increased cost of per diem____~- cicoitccs acca) nn 
Increase for additional employees____-------~~- __ 80,183 


Total increase__ ae ce 217, 101 
Mr. Tuomas. This item shows an increase. 


Estimated obligations in the fiscal year 1957 for objects other than personal 
services total $1,602,784 which compares with estimated obligations for such 
objects during 1956 of $1,338,324, or an increase of $264,460. 

Then you say: 

Long-distance telephone calls and use of telegrams are being authorized only 
in instances where communication by mail.,would not serve the purpose. 

72350—56—pt. 2-39 
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What is generally the basis for that increase? I notice travel is 
increased by $217,101. “Communication services” increases from 
$62,900 to $66,700. “Printing and reproduction” jumps from $155,- 
000 to $163,200. Other “Contractual services” shows a decrease from 
$135,386 to $133,197. As to “Services performed by other agencies,” 
you are not working for anybody except yourself this year, I notice. 
“Supplies and materials” shows an increase of $15,100. They jump 
from $126,100 to $141,200. Equipment jumps from $75,950 to $94,- 
950. What is that, automobiles ? 

Mr. Hamm. Automobiles. 

Mr. Tomas. What about these other items of “Printing and re- 
production,” and “Other contractual services” ? 

Mr. Hamm. On these supplies, a lot of that is for these new people 
too. 

Mr. Tuomas. Let us see how your $1,602,784 compares with your 
total personal services cost of $12,397,216. Do you stay within the 10 
percent limitation ? 

Mr. Hama. What is that? 

Mr. Tuomas. $1,602,784 against $12,397,216 is how much? Is that 
within 10 percent? 

No, it is not. 

Mr. Hamm. At 10 percent? You mean increase? 

Mr. Tuomas. No; the limitation on “other objects.” We like to 
see it stay within 10 percent of the total personal services cost. 

Mr. Hamm. That is a new one on me. 

Mr. TxHomas. How much is it? It is about 1314 percent, is it not? 

Of course, if you take off that 264,460 additional this year that 
would put you within the 10 percent limitation, would it not? 

Mr. Hamm. 13 percent increase? 

Mr. Tuomas. It is about 1314 percent, is it not ? 

Mr. Arpaia. Is that a formula? 

Mr. Tuomas. It is mental arithmetic. It is a pretty good formula. 
It is no set formula, but it is a pretty good one to go by. 





OBLIGATIONS BY ACTIVITIES 
Mr. Reporter, insert page 3 which is a good table. 

(The table referred to follows :) 

and totat 


Obligations by activities—Comparison of estimated number of positions 


obligations by activities for fiscal year 1956 with 1957, including the componenl 
bureaus, sections, and offices of each activity 


title, and com- | 
sections, and | 
| Number 
of posi- 
tions 


Activity number, 
ponent bureaus, 
offices 


1. Regulation of carriers’ rates, 
practices, operating authorities 
and finance: 

Bureau of Finance_._--.--.--- 
Bureau of Formal Cases. _-.. - 
Bureau of Motor Carriers: 
Section of Certificates. --- 
Section of Complaints 
Bureau of Rates, Tariffs and 
Informal Cases: 

Board of Suspension - - -- 
Fourth Section Board 
Bureau of Water Carriers and | 

Freight Forwarders. = 
Office of the eeneeany 

Section of Dockets _. | 
Printing and Reproduction - it a. 





Total, activity No.1 


2 Compliance: Bureau of Inquiry | 
and Compliance. _ - 
Bureau of Motor Carriers: 
Section of Administra- 
en. 2.32. 
Section of Insurance___-- 
Section of Safety 
Section of Field. -- 
Printing and reproduction 


Total, activity No. 2 


3.€Supervision and analysis of car- 
rier accounting and statistics: 
Bureau of Accounts, Cost 
Finding and Valuation 
Bureau of Transport Econom- 
ics and Statistics 
Printing and reproduction -|- 


192 


Total, activity No. 3 


4. Supervision and interpretation of | 
tariffs: 
Bureau of Rates, Tariffs and 
Informal Cases (except 
Board of Suspension and | 
Fourth Section Board) -----| 
Printing and reproduction ___}. 


Total, activity No. 4-- 


5. Railroad safety and car service: 
Bureau of Safety and Service: | 
Director’s Office 
Section of Car Service__ 
Section of Locomotive | 
Inspection é | 
Section of Railroad Safe- | 
ty (excluding —", | 
sives Branch) 
Explosives Branch _.- 
Printing and reproduction.-. 


Total, activity No, 5_- 


Fiscal year 1956 


133 | 


Number 


of posi- 
tions 


Amount 


$266, 854 36 
827, 436 107 


468,115 
1, 228, 806 


112 
160 


192, 146 32 
128, 882 21 
117,114 


156, 985 | 
68, 000 


3, 454, 338 


431, 631 


132, 87: 

127, 189 

143, 334 
1, 824, 714 


2, 659, 738 


1, 238, 233 | 


683, 293 
24, 911 


1, 946, 437 


1 (29, 100) 
370, 241 


751, 000 


1, 030, 000 
54, 464 9 


2, 206, 7 705 288 


Amount 


Comparison 1956 with 


rises sar 1957 > 
Fiscal year 1957 1957 


Number 
of posi- 
tions 


$276, 908 
892, 286 


475, 343 
1, 311, 754 
198, 009 
129, 584 
108, 906 


157, 268 
68, 000 


3, 618, 058 


526, 890 


132, 537 
126, 334 
143, 758 


2, 399, 073 


4, 500 


3, 333, 092 


1, 284, 846 


689, 481 
27, 542 


2, 001, 869 


1 (31, 746) 
434, 834 


793, 000 


1, 107, 000 +77, 


60, 460 


+1 


teenie +2 § 


3% 8, 8%, 794 +11 





4 Cost of operation of this office is prorated equally amongst the 3 sections of the Bureau of Safety 


Service. 


+42, 


+192, 


Amount 


+$10, 054 
+64, 850 


+7, 228 
+82, 


048 


5. 843 


702 


-8, 208 


283 


+5, 0 


and 
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Obligations by activities—Comparison of estimated number of positions and total 
obligations by activities for fiscal year 1956 with 1957, including the component 
bureaus, sections, and offices of each activity—Continued 












































} : , 
| Fiscal year 1956 Fiscal year 1957 Compar — with 
Activity number, title, and com- |_ EEESFSsS 
ponent bureaus, sections, and | | 
offices | Number | | Number Number | 
of posi- Amount of posi- Amount | of posi- Amount 
tions | tions tions 
7 Pe 
6. Defense mobilization.__........-- 12 | $125, 000 0 | 7 $100, 000° maid | —$25, 000 
7. Executive and advisory func- % 
tions: | 
Commissioners and _ their | | 
Offices. __- | 55 | 377, 250 55 WOR TE bocsccsnat +5, 468 
on Doe pe, Pas ction ~ 58 256, 189 58 270, 319 capalatemalaan +14, 130 
Office of the General Counsel_} 13 | 113, 950 | 13 138 OF hos. none +2, 637 
Printing and reproduction ----| 5, 686 4 ee 6, 886 phaiteeen cu +1, » 200 
os nee _ 
Total, activity No. 7....---| 126 | 753, O84 126 | 770, OAD hens S-ia<en +23, 435 
{— ———— se _ —>>’_»«»*' ————— —$———— ————— | ——— ———=— 
8. General management and ad- 
ministration: | 
a 11 82, 481 ll 87, 122 +4, 641 
ice i. | | 82, 4§ My MED Betinidobw css , 6 
Budget and Fiscal Office. 28 | 129, 673 28 | ABO, OOO Aewinticonse —774 
Personnel Office. | 16 83, 943 16 Ph Se Bok 2ocetand +8, 849 
Section of Stenography-- -| 40 144, 951 40 1GO, (6% fo wcndscue- —5, 217 
Section of Supplies and | : 
Publications 50 | 268, 919 51 252, 867 41 —16, 052 
Printing and Reproduction- hasbeen A fee DEE Nek on dun apa dbbhlaws beeen 
Penalty mail. ...cc- ui. ~...2 sic sane Pe Bik scenes by 800 Bota wouds +2, 500 
5 ez Ne Le 
Total, activity No. 8_..---- 145 | 802, 939 | 146 796, 886 +1 —6, 053 
Total, Interstate Com- | ie . ‘Seiad ot y 
merce Commission. -__-_- “| 1,975 | 12, 896, 000 2, 140 14, 000, 000 +165 | +1, 104, 000 








Mr. Tuomas. If you do not mind, gentlemen, let me try to complete 
this record. Let us start in now with the big operating bureaus. 


Bureau or Accounts, Cost FrnpING AND VALUATION 


Mr. Reporter, put page 32, Bureau of Accounts, Cost Finding and 


Valuation, and page 33 in the record. 
(The material referred to follows :) 





| Allocated | 





Budget esti 

| 1956 mate 1957 
BONNE BOING onic cbace cn wccux Winbee Roneeaienkokabeenicnenn aakeiaeacaaes | 10 10 
I IRON so ca be aRaRaa eid CERRaSL Sle ROOeK ne 12 12 
I IE Se 2 a ent nina me sae annmae eel melee 27 27 
Section of Field Service_....._- a ee ee 99 99 
Sem TO. ONO en, Se nn ce cush bccccccebhccccnanteetewer 44 44 

_———___—_—| 

I le ace in a ie pie wed 192 192 





Of the increase of $45,387 needed for personal services $36,786 represents 
restoration of funds transferred in 1956 to pay the increased cost of travel, and 
$8,601 for the annualization of the additional positions authorized in 1956. 

The increase of $1,226 for other objects is needed primarily to place on a full 
year basis the increased cost of per diem. 

During the current fiscal year the Commission is faced with the problem of 
recruiting sufficient young technical personnel to replace the old experienced 
employees who will leave the service in the near future. 

The allocation for 1956 is 192. On June 30, 1955, there were only 164 em- 
ployees on the roll, of which 55 were 60 or more years old. In view of this highly 
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specialized and technical work, it takes up to 3 years to train new employees in 
this work. Every effort is being made to recruit young accountants; engineers 
and other technical personnel needed for the work of this Bureau. 

There are three activities performed by this Bureau, namely, accounting, 
cost finding and valuation of railroads and pipelines. 

The first of these activities, accounting is performed by the Section of Ac- 
counting and the Field Service Seetion. 

The continuing increase in the number of motor carriers as shown by the 
following table presents a serious problem, as these carriers not being experienced 
in regulatory accounting and reporting require additional attention : 


BUREAU OF ACCOUNTS, Cost FINDING AND VALUATION (AcTIvITy NO. 3) 


GENERAL 


The principal functions of this Bureau are to (1) formulate and prescribe 
uniform systems of accounts for all types of carriers and freight forwarders 
subject to the Interstate Commerce Act; (2) police the accounts of such carriers 
and freight forwarders to ascertain that they conform to the prescribed aceount- 
ing regulations; (3) analyze annual reports and other data submitted by carriers 
for the purpose of prescribing specific depreciation rates to be used by steam 
railroads, pipelines, and water carriers; (4) prepare studies and analyses of 
the cost and revenues of transportation services of the various types of carriers 
subject to the jurisdiction of the Commission and to participate in cases before 
the Commission involving costs; (5) police the annual reports of physical prop- 
erty changes prepared by railroads and pipeline carriers; (6) keep current the 
inventories, original cost and land values of railroad and pipeline properties; 
(7) determine appropriate service lives for use in developing cost of reproduc- 
tion less depreciation; and (8) develop elements of value and other pertinent 
material for eonsideration by the Commission and its bureaus in: (a) The 
determination of reasonable rates, charges, and divisions thereof; (b) passing 
upon reorganization plans; (c) prescribing depreciation rates and reserves; 
(d@) prescribing original cost for use in setting up new investment accounts 
after reorganizations and mergers; (€) preparing annual final value reports on 
pipelines; and (f) preparing cost of service studies. 


Comparison 1957 budget with 1956 appropriation 











| 
I 


Pie ros Sacsitione | Personal Other ob- Tote 
Fiscal year Positions | services | jects Total 
eee | 2 
NN hc dotantwamcnoelacdeethks Gencnekusnieencanas 192 | $1,188, 144 | $96, 702 $1, 284, 846 
PadcbvatisicdactioecitiasacdanhKaedudeeuutiee ih 192 1, 142, 757 | 95, 476 , 238, 233 
ee | —_ a aD 
1067 CUMNATOE WUD 1006.5 occa csceccecconcew ss. | 0 +45, 387 +1, 226 +46, 613 
| 





Mr. Tuomas. You have 192 positions for fiscal year 1956 and the 
same for 1957. It is broken down on page 33 as folows: to the Diree- 
tor’s office, 10; the Section of Accounting, 12; the Section of Cost 
Finding, 27; the Section of Field Service, 99; and the Section of 
Valuation, 44. 


SECTIONS OF FIELD SERVICE AND VALUATION 


What about the Section of Field Service and the Section of Valua- 
tion? What are the duties of those two sections? I notice you say 
here: 


* * * determine appropriate service lives for use in developing cost of re- 
production less depreciation; and (8) develop elements of value and other 
pertinent material for consideration by the Commission and its bureaus in (a) 
the determination of reasonable rates, charges, and divisions thereof, (b) 
passing upon reorganization plans, (c) prescribing depreciation rates and 
reserves, (d) prescribing original cost for use in setting up new investment 
accounts after reorganizations and mergers * * * 
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It is pretty important work, is it not, gentlemen, or is it? 

Mr. fa ‘ti. Yes. It is a basis of our ratemaking function. 

Mr. Tuomas (reading) : 

Of the increase of $45,387 needed for personal services $36,786 represents 
restoration of funds transferred in 1956 to pay the increased cost of travel, and 
$8,601 for the annualization of the additional positions authorized in 1956. 

I do not see any fresh authorization in 1957 over 1956 so why is 
this language here? 

Mr. Hamm. We were authorized 16 more people in 1956 and we 
have not gotten them all on. 

Mr. Tuomas. That was a part of your reorganization, when you 
carried it in your base, but your base has not been filled yet; is that it? 

Mr. Hanm. Yes. 

Mr. Tuomas. How many are you lacking in your base for 1956? 

Mr. Emxen. We are 14 short. 


NUMBER OF FIELD EMPLOYEES 


Mr. Tuomas. Where did these 16 employees go! You have the 
Director’s office, Section of Accounting, Section of F Cost Finding, Sec- 
tion of Field Service, and Section of Valuation. Where did they go? 

Mr. Emxen. The 16 were added to the field. 

Mr. Tuomas. What are the duties of the people in the field service ? 

Mr. Emxen. They police the accounts and records of those who are 
subject to our jurisdiction and examine their books. We do not make 
an audit. We make an inspection. There are only about 55 or 60 
people out there now to handle 4,000 carriers. 

Mr. Tuomas. How many of these 192 people are in the field and 
how many are in the District of Columbia ? 

Mr. Hamm. There are 71 in the field. 

Mr. Tuomas. 71 of the 192 are in the field. At this point put your 
finger on that table showing the field offices. Can you put your finger 
on it right quick? 


NUMBER AND FUNCTION OF FIELD OFFICES 


Mr. Hamm. Of the field offices? 

Mr. Tuomas. The location of your field offices. It is not in the 
justification. It is in the chart. How many field offices do you have 
altogether and where are they located ? 

Mr. Hamm. They are in 91 different cities. 

Mr. Tuomas. Do you have a list available any place? 

Mr. Ham. Right here. 

Mr. Tuomas. What is your total personnel outside of the District 
of Columbia? Out of your 2,140 projected personnel for 1957 how 
many of them are in the field and how many of them are in the District 
of Columbia ? 

Mr. Hamm. 726 in the field. 

Mr. Chairman, there are 26 people that we consider field personnel 
that are domiciled here, so if you want them actually geographically 
out of the District of Columbia make it 700. 

Mr. Tuomas. All right. How many field offices do you have in the 
Bureau of Motor Carriers? 

Mr. Hamma. One hundred and twenty-two district supervisors. 








oy ie nea Seana 
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Mr. Tuomas. No, no; offices for the Bureau of Motor Carriers. You 
have how many district offices all together, of which your Bureau of 
Motor Carriers is only a unit? You do not have any particular offices 
for motor carriers; do you? 

Mr. Hamm. Yes. We have separate offices for the supervisors. 

Mr. Tuomas. That is in the small towns. You have 16 districts: 
Boston, Chicago, New York, Minneapolis, Philadelphia, Kansas City, 
Portland, Columbus, Fort Worth, San Francisco, Atlanta, Denver, 
h Nashville, and Salt Lake City. These are your district offices. These 
offices average anywhere from 17 to 45 people. What is the function 
of these district offices ¢ 

Mr. Hamm. They domicile the field personnel from all the various 
bureaus. For instance, let us take Chicago. There would be 50 people 
in 1957; 12 from the Bureau of Accounts, Cost Finding and Valuation, 
4 from the Bureau of Inquiry and Compliance, 18 from the Bureau of 
Motor Carriers, 1 from the Bureau of Water Carriers, 4 from the Sec- 
tion of Locomotive Inspection, 2 signal inspectors, 1 hours of service 
inspector, 2 safety-appliance inspectors, 5 service agents, and 1 ex- 
plosives agent. 

Mr. Tuomas. Those are your combined activities in your 17 offices. 
Then you have 71 other stations here where you maybe have 1 or 
men; is that right ? 

Mr. Hamm. That is right. 

Mr. Tuomas. This chart here tells the picture and we will insert it 
in the record. 

(The chart referred to follows :) 
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Recapitulation 


Number of positions Increase 


er Tie ae 
1957 1956 





Accounts, Cost Finding and Valuation-_---- 
Inquiry and Compliance_-_-_----- ; 

Motor Carriers- 

Safety and Service eawiiehGackmed 
Water Carriers and Freight Forw: arders__- 


Total field 





Mr. Ham™. That has them all spotted in every city. 

Mr. Tuomas. You certainly have your people scattered all over the 
United States. You have 726 peo ople i in the field out of your total em- 
ployment of around 2,140 for this year 

Let us go to Motor Carriers. 


Bureau oF Moror Carriers 


Mr. Tuomas. Will you insert page 65 in the record, please, Mr. Re- 
porter, at this point, and also pages 66, 67, and 68. 
(The material referred to follows :) 


BuREAU OF Motor CARRIERS (ACTIVITIES 1 AND 2) 


The duties of the Bureau relate to the regulation of motor carriers under part 
[I of the Interstate Commerce Act, including the issuance of certificates of con- 
venience and necessity, permits, and licenses; handling complaints of shippers 
and others against the rates, charges, and practices of motor carriers; admin- 
istering the Commission’s rules regarding insurance for the protection of the 
public ; investigation of violations of part II; and promoting safety of operation 
and equipment of motor carriers. It also deals with insurance of freight for- 
warders under part IV of the act. 


Comparison of 1957 budget with 1956 appropriation 








Personal Other ob- 


Fiscal ves Position : ; 
iscal year itions services jects 


Total 





1957 ; 745 | $4,033, 498 $555, 301 $4, 588, 799 
1956 : : 613 3, 500, 127 424, 901 3, 925, 028 


1957 compared with 1956 r 3% + 533, 371. | +130, 400 4-663, 7 771 





The increase of $533,371 for personal services is needed for the following 
primary purposes : 

Section of Complaints.—$70,560 to provide for an increase of 18 non-hearing- 
examiner positions and 2 clerk-stenographer positions to assist in the handling 
of applications for operating authorities and other cases. 

56,733 to provide for an increase of 112 positions, namely, 
81 district supervisors, 14 rate agents, 32 safety inspectors, and 35 clerks. The 
additional positions requested are to (1) promote the adoption of safety pro- 
grams which have resulted in great savings of life and property; (2) to obtain 
reasonably effective compliance with the safety regulations, and to investigate 
all accidents involving fatalities; (3) to assist and advise the staff on, and 
make investigations of complaints of rate or tariff violations; (4) to handle 
the motor carrier investigation cases which result from complaints of violations 
of the Interstate Commerce Act. 

The functions of this Bureau are shown under two activities, activities Nos. 1 
and 2. The Sections of Certificates and Complaints which handle matters deal- 
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ing with operating authorities, finance and other proceedings are shown under 
activity No. 1, and the Sections of Administration, Insurance, Safety and Field, 
dealing primarily with, compliance, enforcement, and regulation, are shown 
under activity No. 2. 

The relative importance of the several modes of transportation in the United 
States can be estimated only broadly because uniform and complete statistics 
for all transport agencies are not available. While the number of carriers 
under the Commission’s jurisdiction has not changed materially in the last 
several years, ‘the number of vehicles operated and the number of tons of 
property transported has increased steadily. As stated in the Commission’s 
6Sth Annual Report, the volume of property being transported continues at a 
high level as evidenced by an all-time high in ton-miles for property motor 
carriers of 206 billion in 1953. The increase in ton-miles and vehicles operated 
by motor carriers emphasizes the importance of the Commission’s work in the 
highway transport field. 

In addition to general regulation of for-hire motor carriers, Congress has 
charged the Commission with the responsibility of prescribing and enforcing 
regulations to govern safety of operation and hours-of-service of employees with 
respect to for-hire trucks and buses and private trucks used for transportation 
in interstate or foreign commerce. This has become of increasing importance 
as the highways are becoming more congested and the amount of explosives 
transported over the highways has increased as a result of the defense program. 
Safeguards to assure the safety of operation of such vehicles becomes increasingly 
a matter of public concern. The following tabulation shows the approximate 
number of motor carriers subject to the jurisdiction of the Commission and 
the approximate number of motor vehicles operated by each group. 


Number of 
Type of carrier interstate 
carriers ! 


Number of 
vehicles 


For-hire . 19, 765 397. R13 
Private a . a 100, G00 767, 456 


Exempt ae mee 36, 000 205, 378 


Total... \ 7 55, 765 1. 300, 647 


1 Approximate. 
SECTION OF ADMINISTRATION, BUREAU OF Motor CARRIERS (ACTIVITY No. 


The work of this section covers all of the administrative details for the en- 
tire Bureau, such as personnel, space, equipment, supplies, time records, prep- 
aration of general services, mailing list records, expense and travel records 
and vouchers, public reference room, minutes, and other miscellaneous items 
both for Washington and for the field offices. 


Comparison of 1957 budget with 1956 appropriation 


| 


Other ob- 
jects 


Personal 


—a Nasties 
Fiscal year | Position nervices 


aS ts ‘ $115, 577 $16, 960 | 
1956_- i od eee | 22 116, 055 16, 815 


1957 compared with 1956__-- —478 +145 


The 22 positions provided in the 1957 budget for this section are separated by 
categories as follows: 


Director and assistant director_._.______-____ 

Field assistant 

Administrative officer 

Attorney advisor 

Clerks, typists, and stenographers__..__.._._.__________ 
Messenger 
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SECTION OF CERTIFICATES, BUREAU OF Moror Carriers (Activity No. 1) 


The major objectives of this section are the preparation and submission to 
the Commission for determination, applications for temporary authorities under 
section 210 a (a) of the act, and applications for transfer under section 212 (b) 
of the act, and similar duties ; and performing work in connection with the pre- 
liminary handling of applications, including applications for certificates, permits, 
licenses, unifications of carriers subject to section 5 of the act; and other similar 
and related work, including the issuance of such certificates, permits and 
licenses. 


Comparison of 1957 budget with 1956 appropriation 


Personal Other ob- 














| 
Fiscal year | Positions | sat viogs | os jects Total 
|  # , "| ae | 
$068 sss cccseccdccsedsalescssssic-Ses-c2ssees 112 | $468, 019 | $7, 324 $475, 343 
ia a eae ae Se ta a cea 112 | 460,791 | 7, 324 468, 115 
1957 compared with 1956_.......--.- cued] 0 | +7, 228 | 0 7, 228 





The following statement shows the positions included in the 1957 budget by 

working titles: 
1957 budget 

Chief and assistant chief of sectiOnio. 22422202. 2s sess senna secu 
Attorney 2s oor est tceddeebwadns ands cesar essences 
a I a aia. Coes wlinereenitein eeepc ener 
I aa eh renin vane is 
I I a a oe ei aaah aia 
See nes ee (OMOPTANNCTS.. 8 oo oS St ieee nnenwonen 
cece ad ag ase ela peg was ws tes ee A ew ev ssi sepa am 


km bO 
em DH OD Oe bo 


Oo 





i Lec eene eee 112 
FUNCTION OF THE BUREAU 


Mr. THomas. For 1957 you want 745 employees against 613 for this 
year, an increase of 152. I notice this language here: 
The duties of the Bureau relate to the regulation of motor carriers under part 


II of the Interstate Commerce Act, including the issuance of certificates of con- 
venience and necessity, permits, and licenses; handling complaints of shippers 


** * 

I imagine there are many. 

* * * and others against the rates, charges, and practices of motor carriers; 
administering the Commission’s rules regarding insurance for the protection 
of the public; investigation of violations of part II; and promoting safety of 
operation and equipment of motor carriers. It also deals with insurance of 
freight forwarders under part IV of the act. 

Mr. Hamm. Were you looking for the breakup of those? It is 
page 2 on the front. 

Mr. Tomas. It is on page 68, is it not? I notice there the chief 
and assistant chief of section, 2; attorney 1 ; adjudicator, 28; legal 
examiner, 16; correspondence ¢ ‘lerk, 3; and clerks, typists, and stenog- 

raphers, 58. What isthis? This is the increase; is it not? 

Mr. Hamm. No; that is the Section of Certificates alone. 

Look on page 2, Mr. Chairman. It breaks them up by the sections 
in that chart. The first sentence on page 65 tells what those positions 
are. 

Mr. Tuomas. Do you have a table under this section here that shows 
the allocation of this increase in personnel ? 

Mr. Hamma. No, sir; they are separate. 


oe SS 


RSA RT Ra 





a a ae a a 





oacteneae all 


EROS Ae Raa 
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Mr. THomas. Do I have to go back to table 2 to get it? 

Mr. Hamm. Look on page 65. It is in narrative form there. 

Mr. Tuomas. That is alre: ady in the record. What part of this in- 
crease of 132 people goes to the district and what part goes to the 
field ? 

Mr. Hamm. 112 go to the field; 20 go to Washington. 

Mr. Tuomas. The Section of Certificates remains the same; does it 
not? That is 112 people. 

Mr. Hamm. Yes. 

Mr. Tuomas. The Seetion of Complaints jumps from 140 to 160. 

Mr. Hamma. That is right. 

Mr. Tuomas. That is your big operating bureau. Insurance re 
mains the same, 29 and 29. Then you go into the field and you jump 
from 279 to 391. Just what is the jurisdiction of the fie ld force? 

Mr. Hamm. Those are the 31 district supervisors, 14 rate agents, 32 
safety inspectors, and 35 clerks. 


Bureau or Rares, Tarirrs, AND INFORMAL CASES 


Mr. THomas. Let us take a look at the Bureau of Rates, Tariffs, and 
Informal Cases. 

Mr. Reporter, please put pages 106, 107, and 108 in the record. 

(The appropriate justification charts follow :) 


BUREAU OF RATES, TARIFFS, AND INFORMAL CASES (ACTIVITIES 1 AND 4) 
GENERAL 


The program and performance of this Bureau is shown under two activities, 
namely, activity No. 1—Regulation of carriers’ rates, practices, operating author- 
ities and finance, and activity No. 4—Supervision and interpretation of tariffs. 
The work of the Suspension Board and the Fourth Section Board is included 
under activity No. 1, and the Sections of Administration, Informal Cases, Motor 
Tariffs, and Rail Tariffs are included under activity No. 4. 

The principal functions of this Bureau are to receive, examine, and file tariffs, 
concurrences, powers of attorney, and other documents connected with transpor- 
tation of passengers and property by rail, motor, water, pipelines, or by freight 
forwarders, to formulate for the Commission rules governing the construction 
and filing of tariff publications; and to act in an advisory capacity to the Com- 
mission in all matters affecting rates, fares, and charges, including the disposi- 
tion of formal investigations and complaint cases, more especially those involving 
general policies and extensive rate adjustments. 


Comparison 1957 budget with 1956 appropriation 











s ; | _ Personal Other ob- | * 
¢ > 
Fiscal year Positions services jects Total 
ee etieitaae nae dali icilal nl ialie ins aSigs cai 236 | $1, 294, 031 $7, 944 $1, 301, 975 
ML Usdinadonianncdsusdnne swe akcuneuseudese wen 231 1, 258, 459 | 7, 297 th 26 5, 756 
1957 compared with 1956.............----- | +5 | +35, 572 | +647 +36 219 


Broadly, the work of the Bureau relates to the compensation paid by the 
shipping and traveling public for interstate transportation services by rail, 
motor, express and water carriers, pipelines, and by freight forwarders. All 
rate tariffs and schedules of compensation which carriers are required to file 
with the Commission are filed in this Bureau. The Bureau processes all appli- 
cations filed by carriers for relief from the provisions of sections 6, 217, 306, and 
405 of the statute relating to the form and content of tariffs, applications filed 
by rail carriers for relief from the provisions of section 4, and requests by 











shippers and others for the suspension and investigation, under sections 15, 216, 
218, 307, and 406, of rate changes proposed by carriers as reflected in their 
published tariffs. A substantial part of the time of the officials of the Bureau is 
spent in attempting to resolve controversies between shippers and carriers as to 
the proper interpretation and the lawfulness under the Interstate Commerce 
Act of either proposed or effective rate tariffs. 

The volume of tariff matter filed with the Commission depends largely upon 
how active the carriers are in revising their rates and charges to meet changing 
needs of commerce and costs of operation and to develop, retain or regain 
particular segments of traffic. It is not accurately gaged by the number of 
tariffs or schedules filed, as a schedule may consist of a single page or of several 
hundred pages and may contain the rates and charges of a single small carrier 
between two points or of many carriers in a wide area or several territories. 

One of the primary factors of regulation is the publication of tariffs showing 
the charges which carriers will make for the service they perform and the 
collection of such charges by the carriers. A clear and definite statement of the 
charges is essential to effective regulation. The Commission prescribes rules 
and regulations in the form of tariff circulars which are designed to assist 
carriers to make their statements of rates and charges clear and definite. It is 
the function under this activity to review the tariff schedules for compliance 
with the rules and to take steps to obtain correction of tariffs where the rules 
are violated or doubtful provisions are published. Where controversies between 
shippers and carriers develop over provisions of tariffs, attempt is made by the 
sureau of Rates, Tariffs, and Informal Cases to resolve the differences as to the 
lawfulness under the Interstate Commerce Act and proper interpretation of the 
tariffs, either by informal rulings or by the informal complaint procedure. 


SECTION OF ADMINISTRATION, BuREAU oF Rates, TARIFFS AND INFORMAL CASES 
(AcTIVITY No. 4) 


The Director and his staff devote much of their time to correspondence and 
conferences with shippers and carriers with respect to rate readjustments neces- 
sitated by the general postwar increases. It is probable that this work will con- 
tinue unabated during the 1957 fiscal year. 


Comparison of 1957 budget with 1956 appropriation 








Fiscal year Positions ee ge gg Total 
a hettictcrwistibels tedwethidinnipednd aduikabihitnaiede | 7 $48, 139 $1, 244 $49, 383 
iii ec Dearcickntnke nite eimcsiiint aa inc iii tale ee 6 |} 41, 526 | 1, 075 42, 601 
1957 compared with 1956_____.._-_.._..--- +1 +6, 613 | +169 | +6, 782 


The seven positions provided in the 1957 budget for this section are separated 
by categories as follows: 


a a a a ech i ee ae ee ] 
eee eee ee AS ek ke pbat ek arvebe basan eres aetna ct dns ak cic Ratios 1 
ca 2 we sieves bes dt tasd os Sets none esas he es wee 1 
I a lr 1 
nN Ir re canals Scape pa Scr mecca cs beeen sconeseiwec 1 
En one casa ene pinkie a aea bunaaenen amen wanaene 2 

5d a A a aa I Ri 7 


The additional position requested for this section for 1957 is a GS-12 classi- 
fication agent, who would devote his entire time to and specialize in freight clas- 
sification matters of rail, motor, and water carriers and freight forwarders. 
Freight classification is a highly technical and involved subject requiring con- 
tniuous study of changing values, uses, and transportation characteristics of 
the various commodities that move in commerce. Such a specialist is neces- 
sary to the Commission in disposing of formal and informal matters involving 
classification and is essential to the proper policing of the classifications to see 
that carriers keep abreast of changing conditions. 
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BOARD OF SUSPENSION, BUREAU OF RATES, TARIFFS, AND INFORMAL CASES 
(Activity No. 1) 


It is the duty of this Board to analyze and review all requests for, or matters 
involving, the suspension of proposed changes in rates, fares, charges, rules, 
and regulations filed by all transportation agencies subject to the act, to develop 
by investigation all available facts pertaining thereto. 

Comparison of 1957 budget with 1956 appropriation : 


me . ee f Othe . 
Fiscal year Positions Pe eo ul the : ob Total 
| Services j jects 
| i 
Ont. 32 s197, 3 385 $624 $198, 009 
1956 : 31 191, 535 611 192, 146 
1957 compared with 1956 +1 | +5, 850 +13 +5, 863 


Mr. Tuomas. This is one of your very important bureaus, is it not? 


FUNCTION OF THE BUREAU 


The principal functions of this Bureau are to receive, examine, and file tariffs, 
concurrences, powers of attorney, and other documents connected with trans- 
portation of passengers and property by rail, motor, water, pipelines, or by 
freight forwarders, to formulate for the Commission rules governing the con- 
struction and filing of tariff publications; and to act in an advisory capacity to 
the Commission in all matters affecting rates, fares, and charges, including 
the disposition of formal investigations and complaint cases, more especially 
those involving general policies and extensive rate adjustments. 


The other paragraph is worthy of repetition: 


The program and per formance of this Bureau is shown under two activities, 
namely, activity No. 1: Regulation of carriers’ rates, practices, operating authori- 
ties, and finance; and activity No. 4: Supervision and interpretation of tariffs. 
The work of the Suspension Board and the Fourth Section Board is included 
under activity No. 1, and the Sections of Administration, Informal Cases, Motor 
Tariffs, and Rail Tariffs are included under activity No. 4. 


In 1957 you request an increase of 5 positions, which will give you 
a total of 236. 


sroadly, the work of the Bureau relates to the compensation paid by the 
shipping and traveling public for interstate transportation services by rail, motor, 
express, and water carriers, pipelines, and by freight forwarders. 

Let me read this paragraph on page 107. It sounds pretty good. 

The volume of tariff matter filed with the Commission depends largely upon 
how active the carriers are in revising their rates and charges to meet changing 
needs of commerce and costs of operation and to develop, retain or regain 
particular segments of traffic. * * * 

Where controversies between shippers and carriers develop over provisions of 
tariffs, attempt is made by the Bureau of Rates, Tariffs, and Informal Cases to 
resolve the differences. * * * 

If you did not do that you would be tied up in litigation and your 
personnel would have to increase 200 or 300 percent. if you did not get 
them together, would you not, Judge? 

Mr. Mircue.i. I am afraid so. 

rn ° v 

Mr. Tuomas (reading) : 

* * * as to the lawfulness under the Interstate Commerce Act and proper 
interpretation of the tariffs, either by informal rulings or by the informal com- 
plaint procedure. 

In other words, if you can get them to agree among themselves it is 
going to be a whole lot quicker i in point of time and point of head- 
aches than going in and having hearings. 
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WORKLOAD OF THE BOARD OF SUSPENSION 


Mr. Reporter, put in page 110, please. 
(The appropriate justification ‘chart follows: ) 


Bureau of Rates, Tariffs, and Informal Cases—Board of Suspension 


Fiscal years 


Actual Estimated 
1953 1954 | 1955 | 1956 1957 
I ts sc eo bine beiinnnin 2, 792 | 2, 936 4, 048 | 4, 500 | 4, 800 
Petitions to vacate - _- en eee : | 77 80 | 104 | 140 | 155 
Special permission applic: ations___- sek fs 452 | 905 1 270 275 280 
Letters and telegrams received____......---- wolees 6, 742 5, 153 5, 390 | 5,500 | 5, 800 
Letters and telegrams sent_.-......-.-- ae ee 5, 558 | 7, 045 9, 358 10, 000 10, 500 


1 Includes only applicatiors to withdraw protested matter. In June 1954 practice of sending applications 
to cancel suspended schedules to Board for approval was discontinued. 


Mr. Tuomas. You have a workload on the Board of Suspension. 
You really have an increase in protested adjustments. Starting with 
1953 you had 2,792; 1954, 2,936. In 1955 it jumps to 4,048 and esti- 
mated for 1956 and 1957 are 4,500 and 4,800 respectively. 

“Special permission applications,” and I see 1955 and 1956 show a 
decrease from 1954 and 1953. “Letters and telegrams received,” 6,742 
in 1953 and 5,800 estimated in 1957. “Letters and telegrams sent,” a 
10,500 estimate against 10,000 for 1956, and there were 9,358 in 1955. 
It is quite a busy Bur “au, is it not ? 

This new Bureau of Safety and Service we put in the record a 
while ago. 


BureAv oF TRANSPORT ECONOMICS AND STATISTICS 


What about economics? Put in pages 138, 1389, and 140, Mr. 
Reporter. 
(The appropriate justification chart follows :) 


BUREAU OF TRANSPORT ECONOMICS AND STATISTICS 
(AcTIvITy No. 3) 


GENERAL 


The principal functions of the Bureau are (1) to furnish the Commission with 
basic economical and statistical information needed in connection with the 
performance of its duties under the Interstate Commerce Act, which is obtained 
from transportation statistics filed monthly, quarterly, and annually under 
orders of the Commission by thousands of carriers, and (2) to analyze for 
the Commission various phases of transportation and their relation to basic 
economic conditions. 


per rs 1957 yoann with 1956 appr epriation 


Personal Other ob- 


Fiscal year Positions services jects Total 
NR dec dha, ab on wend x imino Soak nscale rida es ait S 133 $627, 509 $61, 972 $689, 481 
RN a Ne 2 ee es 8 | 133 | 624, 122 | 59, 171 683, 293 


1957 compared with 1956___....-....-..--| 0 +3, 387 +2, 801 +6, 188 
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The following table shows by 
1957 budget: 


sections the number of positions provided in the 


Section: Positions 
Tn nie ss pare naipsetiloeabiiabiad : 17 

ae aR a er ie oak aaneatiearatanae “nt 2 

Reports —_- pes Oi wala cs te eer cnet 6 

Pramee weaustics. ou. i i ee Se ee a ee 28 

cater a Ra 133 

= This Bureau is the primary source of economic, financial, and statistical data 
: used by the Commission in the performance of its regulatory duties as set forth 


= in the national transportation policy. 
The Bureau supplies the basic statistical and financial information for the 
¥ railroads, motor carriers, water carriers, and oil pipelines for the United States. 


0 Almost all general analyses used by the industry and the Commission regarding 
55 operating or financial statistics stem from these basic reports. In the report 
80 prepared by the Presidential Advisory Committee on Transportation Policy and 
> Organization recognition was given to the work of this bureau. The report 
i stressed the need for improved statistics as the basis upon which effective regu- 
; i latory control could be maintained. 
9 A Some indication of the widespread use of the Bureau's statistical releases 
i and the information is shown by the following: During the fiscal year ended 
‘ June 30, 1955, over 92,000 copies of various publications were distributed through 
: its mailing lists, over 4,000 copies were sent out in response to letters requesting 


1 i specific issues, nearly 11,000 visitors sought information, and over 7,700 telephone 
calls were received. During the past year 17,600 photostatic copies of various 
annual, monthly, and quarterly reports and 226 typewritten copies of accident 
reports were made available for public use. 


i tne ee criti t 


During the last few years certain phases of the Bureau’s work have been 
2 delayed and certain functions have been practically discontinued because of the 
L decline in the number of employees available to perform its duties. This is par- 
. ticularly true in the Annual Reports Branch of the Section of Reports and in 


the Section of Traffic Statistics. While considerable improvement in the avail- 
ability of annual statistics has been made during the past year through the 

L mechanical tabulation of certain data which had formerly been tabulated man- 
ually and reorganization of the Bureau, much remains to be done. 

The Commission has been criticized for delays in making statistics available 
on numerous occasions by officials of the transportation industry, shippers, other 
governmental agencies, Congress, and the Presidential Advisory Committee. 

These delays also result in additional correspondence which would be unneces- 
- sary if the published data were currently available. 

During the fiscal year 1955, the former Section of Service Units was reorgan- 
ized by transferring the Stenographic Unit to the Director’s Office and placing 
the Annual Reports, Operating Returns, Accident Reports, and Mechanical 
Tabulation Branches in the new Section of Reports. 


DIREcTOR’S OFFICE, BUREAU OF TRANSPORT ECONOMICS AND STATISTICS 
(Activity No. 3 


The principal functions of this office are to determine policy matters relating 


: to the economic, statistical, and research work of the Bureau and the relation 

i of that work to other bureaus of the Commission or other Government depart- 

. ments; review all bureau statistics and analysis submitted to the Commission 

> for publication or otherwise; and all economic and statistical releases prior 

. to publication. It also handles all administrative and personnel matters of the 
Bureau; reviews and arranges the printing and distribution of publications; 
contacts Commissioners, other bureaus of the Commission, other Government 
agencies, and the general public regarding the Bureau’s work; prepares, revises, 

! and distributes the report forms; instructs carriers in their preparation, and 
interprets the Commission’s statistical and reporting regulations to insure uniform 
and accurate reporting. 

1 

3 

~ 


- 72350—56—pt. 240 





Gampariony 1957 ‘budges with 1956 appropriation 





| 
- sl »@ £ ( _ a 
Fiscal year Positions | Personal )ther ob 
| 


services jects 





$80, 391 $1, 939 
80, 938 2, 204 


1957 compared with 1956 es sestees —547 —355 


The 17 positions provided in the 1957 budget for 
categories as follows: 


Director 
Assistant to director___-~- 
Clerks, stenographers, typists and messengers 


Total 
SECTION OF REPORTS 


Mr. Tuomas. I notice out of your total employment in this Bureau 
~ 133 you have 66 of them in the Section of Reports. I am going to 

»ad from page 141 which we will put in the record at this point, Mr. 
emanter: please, sir. 

(The appropriate justification chart follows :) 


SECTION OF REPORTS—BUREAU OF TRANSPORT ECONOMICS AND STATISTICS 
(ActTIvITY No. 3) 


This section reviews and examines the annual and periodic reports filed with 
the Commission by the carriers under the provisions of the Interstate Com- 
merce Act and related statutes and compiles statistical data from those reports 
for the use of the Commission in the performance of its regulatory duties. These 
statistics, which cover, among other things, organization, capitalization, invest- 
ment, and physical properties of the carriers and their revenues, expenses, taxes, 
earnings, employees, traffic, and operations, are also released to the general 
public. They constitute the basic sources of nearly all data used by shippers, 
carriers, other governmental agencies financial and research organizations, and 
others directly or indirectly interested in transportation and its problems. These 
official statistics are extensively used by the Commission, shippers, carriers, 
Government agencies, and other interested parties in rate cases and economic 
analysis. 


Comparison of 1957 budget with 1956 Saperagrionion 


Other ob- 
jects 


Personal 
services 


| 
iol Gieanl 
| 


| Total 


1 
| 

Fiscal year | Positions | 
| | 





66 $288, 966 


$306, 834 
66 | 288, 108 


305, 472 





1957 compared with 1956____-.__- deste 0 | +858 | 


. Tg ‘ * « : . 
Mr. Tuomas (reading) : 


This section reviews and examines the annual and periodic reports filed with 
the Commission by the carriers under the provisions of the Interstate Commerce 
Act and related statutes and compiles statistical data from those reports for the 
use of the Commission in the performance of its regulatory duties. These 
statistics, which cover, among other things, organization, capitalization, invest- 
ment, and physical properties of the carriers and their revenues, expenses, taxes, 
earnings, employees, traffic and operations, are also released to the general public. 
They constitute the basic sources of nearly all data used by shippers, carriers, 
other governmental agencies financial and research organizations, and others 
directly or indirectly interested in transportation and its problems. 





Are you getting topheavy or are you remaining topheavy in statistics 
here ¢ 

Mr. Arpata. We have not changed. 

Mr. TuHomas. You have 133 people here and you have another office 
doing some economic work in the Bureau of Finance, have you not é 

Mr. Hamm. No; not the same type. They do gather statistics in 
financing. They have done quite a good job in the last year in that 
Bureau in bringing these reports up to date. It is something that has 
been lacking. 

Mr. Tuomas. I have a note indicating instead of there being 66, 
there are around 131 or 132 people doing the same ty ‘pe of work. One 
sroup is under the category of finance and the other is under the broad 
category of economics and statistics generally. 

Mr. Ham. The Bureau of Finance handles financial cases for the 
Commission. There are thirty-some employees there. 

Mr. Tuomas. How are you going to separate them / 

Mr. Hamm. This is just a fact-gathering group. 

Mr. Arpara. The Bureau of Finance processes the matters involving 
section 20 (a) and section 77 (b) of the Bankruptcy Act, approves 
changes in capital structure, transfers, reorganizations, abandonments, 
applications for construction of railroad facilities, and things of that 
kind. Itisa processing bureau. 

Mr. Tuomas. What connection do you have between the two bu- 
reaus? You can put them in different buildings and different towns 
and — they are doing kindred work. One operation is bound to 
overlap with the other. One dovetails in with the other. Before you 
are going to grant a permit to abandon a piece of railroad, a piece of 
trackage, you are certainly going to call on this other Bureau, the 
Bureau of Transport Economics and Statistics, for some information, 
are you not ¢ 

Mr. Arpara. Every bureau uses some information from the Bureau 
of Transport Economics and Statistics at some time or other. That is 
the source of statistical material, but the processing of an application 
for abandonment is a matter that is subject to a hearing. ‘That is an 
entirely different procedure. 

Mr. Tuomas. I understand, Mr. Chairman, that you are going to 
vive them a hearing, but if it is going to be a contest, certainly some 
of the information that will be produc ed will have been collected by 1 
or 2 or maybe both of these 2 bureaus. Am I right or wrong? 

Mr. Hama. No, they do not do the same ty pe of work. 

The Bureau of Finance is called that but it is actually a case-proc- 
essing bureau like Informal Cases or the Section of Complaints, but 
they process the cases that deal with rail finance. They have hearing 
examiners in gg" Bureau. They hold hearings. 

Mr. Tuomas. Yes, but you have some economists and also some 
statisticians in there. 

As I remember, you have 35 or 40. Out of the 35 people, you have 
at least a third of them in there doing statistical work. 

Mr. Hutrcurnson. Is the chairman referring to the Bureau of Fi- 
nance or the Bureau of Accounts, Cost Finding, and Valuation ? 

Mr. Tuomas. I thought it was the Bureau of Finance. 

Mr. Arpata. You mean the Bureau of Accounts, Cost Finding, and 
Valuation. 
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Mr. Mircuery. That is a different proposition. I was bothered 
about Finance. 

Mr. Hurcuinson. I make that suggestion because it seems to me the 
work of the Bureau of Transport Economics and Statistics is more 
closely related to the work of the Bureau of Accounts, Cost Finding, 
and Valuation than it is tothe Bureau of Finance. 

Mr. Hamo. Most of the people in the Bureau of Transport Eco- 
nomics and Statistics are statisticians, machine workers, clerical help, 
who review the carriers’ reports as they come in, correct them, tabulate 
them, and publish the statistics on their finances, their revenues, and 
commodities carried for publication not only for the Commission’s 
use, but for the public. 


BUREAU OF FINANCE 


Mr. Tuomas. We will put pages 49 and 50 in the record. 
(The appropriate justification charts referred to follow :) 


BUREAU OF FINANCE (ACTIVITY No. 1) 


The principal functions of this Bureau are the analysis of applications filed 
by carriers and individuals, and the preparation of decisions involving proceed- 
ings for certificates of convenience and necessity, permitting construction, ex- 
tension, acquisition, or operation of lines of railroad ; or for abandonment of lines 
of railroad or the operation thereof ; for approval and authorization of poolings by 
water carriers; for authority to consolidate or merge the properties or franchises 
of two or more carriers subject to part I or part III of the act, or to purchase, 
lease, or contract to operate the properties of such a carrier, or for acquisition of 
control through ownership of stock or otherwise, or for acquisition of trackage 
rights or joint ownership in or joint use of any railroad line owned or operated 
by any other such carrier, and terminals incidental thereto; for authority to rail 
and motor carriers to issue securities or to assume obligation and liability with 
respect to the securities of others, or to sell securities without competitive bid- 
ding; for authority to alter or modify any provisions of any class of securities, 
or the instruments pursuant to which they may have been issued; for authority 
to hold the positions of officer or director of more than one carrier ; for temporary 
approval to operate by a water carrier; for authority to transfer certificates 
and permits to operate as a water carrier; under section 77 of the Bankruptcy 
Act, for the approval of plans of reorganization of railroads, ratification of trus- 
tees, approval of protective committees, allowances of compensation and expenses, 
and related matters; under chapter X of the same act relating to plans of reor- 
ganization of carriers and corporations. 


Comparison of 1957 budget with 1956 appropriation 


Personal Other ob- 
services jects Total 


Fiscal year Positions 





$271, 574 | $5, 334 $276, 908 


| 
BE ie ceebedetscksoegwiietpantidenkeeaaney aw a 36 
36 261, 202 | 5, 652 266, 854 
a 


+10, 372 | —318 +10, 054 


The increase of $10,372 for personal services is to restore funds transferred 
in 1956 to handle increased work and increased costs in other activities. 

The 36 positions in the 1957 budget for this Bureau are separated by categories 
as follows: 





Director and Assistant Director 

Chief of section 

I MUI cc ccscracidahiccancchiasinnieiieris wcpetionssnalagibion sadissaimsa isla deatsae ti AOD chalice dint Stu 
Supervisor attorney-adviser 

Attorney-advisers (examiners) 

Financial analyst 

Valuation engineer 

Accountant_______- 2 la ad eS ae 

Clerks, stenographers, and messenger 


Total 


During the fiscal year 1955, this Bureau which handles the formal proceedings 
involving the many facets of financial activities and structures or railroads, re- 
ceived a considerable increase in work. Applications and petitions of all types 
increased by 177 over the 600 received in 1954. The figures for 1955 show a 
considerable increase over the 2 previous years, due to petitions filed under 
section 1 (18), and 5 (2) of the act, and section 77 of the Bankruptcy Act. 
These petitions in most instances require a thorough review of the original 
proceedings and involve considerable work. The increase in the number of peti- 
tions for modification and reconsideration reflects a pronounced determination 
of the parties to resort to every possible procedural step. 

Backlogs increased to some extent due in large measure to a number of sepa- 
rations, during the latter part of the year, of experienced examiners. Because 
of the special qualifications required in this work, new examiners will require 
several years of training before they become fully effective. 

There is no indication that the increased work received in 1955 represents 
a definite trend for 1957. Therefore no increase in force is being requested for 
this Bureau in 1957. With the filling of current vacancies it is believed that the 
backlog can be held to a reasonable level. 

Many of the applications received are those pertaining to equipment purchases 
by railroads carrying out their modernization program. During the past fiscal 
year 32 applications were received from carriers for authority to assume obliga- 
tion and liability as guarantors in connection with the issuance of equipment- 
trust certificates amounting to $147,330,000. 

No new proceedings were instituted during 1955 under section 77 of the 
Bankruptcy Act. 

FUNCTION OF THE BUREAU 


rn : . 

Mr. Tuomas (reading) : 

The principal functions of this Bureau are the analysis of applications filed 
by carriers and individuals, and the preparation of decisions involving proceed- 
ings for certificates of convenience and necessity, permitting construction, ex- 
tension, acquisition, or operation of lines of railroad; or for abandonment of 
lines— 
and so forth. 

* * * for approval and authorization of poolings by water carriers; for author- 
ity to consolidate or merge the properties or franchises of two or more carriers 
subject to part I or part III of the act, or to purchase, lease, or contract to 
operate the properties of such a carrier, or for acquisition— 
and so forth. 


* * * for the approval of plans of reorganization of railroads, ratification of 
trustees, approval of protective committees, allowances of compensation and 
expenses, * * * 

This is the crowd that operates the 

Mr. Arrpata. Railroad reorganizations and things of that kind. 

Mr. Tuomas. Yes. How many railroads do you have in receiver- 
ship now? 

Mr. Arpata. About 10, I think. The number is very small. The 
Missouri Pacific is one. 

Mr Mircue.y, The Missouri Pacific has been reorganized, you know, 
and the Supreme Court refused to review it, so it should be coming 
out. 
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The only other big railroad that I know of is the Florida East Coast. 

Mr. Arpata. That has come back to the Commission, and then there 
is the New York, Ontario & Western. 

Mr. MircnHety. That is nos a very big railroad. 

Mr. Arpata. I say the others are small. 

Mr. Tuomas. Gentlemen, I wonder if we may ask you to come back 
at 1 o’clock. 

AFTERNOON SESSION 


Mr. Tuomas. The committee will please come to order. 


Bureau oF Water CARRIERS AND FREIGHT FoRWARDERS 


Mr. Reporter, put page 150 in the record at this point, and also page 
151. That is the Bureau of Water Carriers and Freight Forwarders. 
(The appropriate justification chart follows:) 


BUREAU OF WATER CARRIERS AND FREIGHT FORWARDERS (ACTIVITY No. 1) 


The principal duties of the Bureau are briefly described as follows: 

1. Administrative handling and preparation of formal reports in applications 
under section 5a of the act, enacted in 1948 to accommodate the national trans- 
portation policy and the antitrust laws with respect to collective ratemaking by 
carriers ; 

2. Administrative handling and preparation or review of reports in operating- 
authority and exemption applications of water carriers and operating-authority 
and transfer applications of freight forwarders; 

3. Reviewing, as adviser to the Commission, of water carrier transfer applica- 
tions, handled initially by the Bureau of Finance; 

4. Advising and recommending to the Commission in formal rate proceedings 
affecting water carriers and freight forwarders, including Suspension Board 
matters and fourth section applications; and 

5. Field investigation work to assure compliance by water carriers, freight 
forwarders, and rate bureaus with the requirements of the act and of Commission 
orders; and to develop facts to be used in the decision of application and en- 
forcement proceedings. 

During the past fiscal year, this Bureau and the Bureau of Motor Carriers 
adopted a procedure whereby the water carrier district supervisors will assist, as 
time permits, in the regulation of motor carriers located in the headquarters of 
the district supervisors. It is too early to evaluate the effectiveness of this new 
program at this time. However, since the adoption of the program a number of 
assignments have been made which have proved worthwhile. 


Comparison of 1957 budget with 1956 appropriation 





Personal Other ob- 


; > siti ~ 
Fiscal year Positions services jects Total 


17 $103, 764 $5, 142 $108, 906 
18 | 112, 023 | 5, 091 117,114 


1957 compared with 1956__...-....--.-_-- —1 —8, 259 +51 | —8, 208 


The 17 positions provided in the 1957 budget for this bureau are separated by 
categories as follows: 








Depart- a 
mental Field 


Assistant director 
Attorney-adviser 

A djudicator aos 
District supervisor 
Clerks and stenographers 


Total 
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The decrease of one district supervisor results from the intended closing of 
a field office in St. Louis, due to realinement of assignments of field personnel 
between the Bureau of Motor Carriers and the Bureau of Water Carriers and 
Freight Forwarders. 

The number of proceedings received under parts III and IV and section 5a 
of the Interstate Commerce Act, which are handled by this bureau decreased 
slightly during the past 3 fiscal years. Under the present provisions of the 
act which are administered by this bureau, there is no reason to believe that the 
number of matters to be received during the fiscal year 1957 will increase. 

During the past fiscal year, considerable time was devoted to matters other 
than proceedings due to pending legislation in the Congress relating to proposed 
amendments to parts III and IV of the act. There are four proposed amend- 
ments pending in Congress which would, if enacted, enlarge the field of regulation 
of water carriers and freight forwarders, namely: 

1. Repeal of the bulk-commodity exemption in section 303 (b) ; 

2. Modification of the shipper association exemption in section 402 (c) (1); 

3. Revision of the definition of common and contract carriers by water; 
and 

4. New section to part III to provide for revocation of water-carrier 
certificates and permits. 

Under 1 and 2 above it is estimated that about 500 applications would be filed, 
under 3 about 25 to 30 of present 51 contract carriers would apply for common 
carrier authority, and under 4, there are about 60 water carriers holding author- 
ities not being exercised. 

Mr. Tuomas. I notice you decrease the employment there from 18 
down to 17 for 1957. The total cost of the Bureau is $108,906. 


FUNCTION OF THE BUREAU 


The principal duties of the Bureau are briefly described as follows: 

Administrative handling and preparation of formal reports in ap 
plications under section 5 (a) of the act: administrative handling and 
pr eparation or review of reports in operating- authority and exemp- 
tion applications of water carriers; reviewing, as adviser to the Com- 
mission, of water-carrier-transfer applications, and so forth. That 
is all in the record. 


JURISDICTION OF THE COMMISSION OVER WATER CARRIERS 


What is the jurisdiction of the Commission over water carriers? 
Let’s deal with the deep sea first. That will be the simplest. 

Mr. Arpata- We have the coastal. 

Mr. Tuomas. In deep sea you have no jurisdiction ? 

Mr. Arpata. No; not overseas. 

Mr. Tuomas. What is your jurisdiction ? 

Mr. Arpata. We have jurisdiction over the coastal, the intercoastal, 
the barges on the rivers and the Great Lakes. Only such carriers as 
are not exempt in their operations—and about 7 percent of the car- 
riers are engaged in that type of operation—come within our juris- 
diction. That is 7 percent of the operation, because if they carry not 
more than 3 bulk commodities then they are not regulated. And a 
lot of them, of course, are private carriers. 

Mr. Tuomas. And they are not regulated ? 

Mr. Arpata. No; and there are very few common carriers. 

Mr. Tuomas. What is your jurisdiction of those that come within 
the act, rates and what else? 

Mr. Arpata. Certificates, operating authority, rates; and we don’t 
have anything to do with this safety of operation. 

I should say rates and services and certificates is about all. 
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Mr. Tuomas. Who has jurisdiction of the safety ? 
Mr. Arpaia. That is the Coast Guard. 


Bureau or Accounts, Cost FInpING AND VALUATION 
SECTION OF FIELD SERVICE 


Mr. Tuomas. What about this Field Section here in the Bureau 
of Accounts, 71 people? What do these people do? 

Mr. Arpaia. That comes under Mr. Emken. 

Mr. Tuomas. What about it, Mr. Emken? 

Mr. Emxen. They examine the accounts and records of the carriers 
subject to our jurisdiction to see whether they are complying with 
our accounting rules and, in turn, with 

Mr. Tuomas (reading) : 


To check the accuracy and completeness of valuation reports filed by railroads 
and pipelines to show changes in property used in transportation service through 
examinations of underlying records and by on-the-ground inspections. 

These people are all in the field; are they not? 

Mr. Emxen. That part you just read covers a small part of our 
field work. 

Mr. Tuomas (reading) : 


To verify from source records that annual and interim reports required to be 
filed with the Commission fairly and accurately present the facts with respect 
to earnings, financial condition, and as to other aspects of the business affairs 
and operations of the reporting transportation companies. 


This section has two principal functions, one of which is to conduct field 
investigations at scheduled intervals of the various types of transportation 
companies subject to the jurisdiction of the Interstate Commerce Commission. 

The purpose of these investigations is as we enumerated them. 

Under the basic act do you have authority to go in and subpena 
records in case there is any obstruction or failure to cooperate with 
you ¢ 
’ Mr. Emxen. Not in that manner. If they refuse to make records 
available to us, then we would have an order of the Commission, and 
if that did not produce them we would get a court order. But our 
employees have no subpena power. They have the authority to ex- 
amine those records. If the records are refused we have recourse to 
an order of the Commission. 

Mr. Tuomas. How is the order of the Commission worded? Is it 
a subpena duces tecum? Is it a subpena to produce the records at a 
certain point, or order them to turn them over to you at that point? 

Mr. Emxen. We have not had any trouble like that for many years, 
so I do not know what the order would be, Mr. Chairman. But it 
would probably just direct them to show cause w hy 

Mr. Tuomas. Anyway, there is not the slightest bit of trouble? 

Mr. Emxen. No, sir. We have very fine cooperation from all the 
people. 

Mr. Arpata. By law they have to keep the records open for in- 
spection by the Commission employees. 

Mr. Tuomas. Let’s see how you have that personnel distributed. 

Here is another table showing work units with total positions of 27. 
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SECTION OF ACCOUNTING 


Mr. Emxen. That is the whole Cost Section. 

Mr. Tuomas. What about your Accounting Section / 

Mr. Emxen. They handle the work of formulating accounting 
rules, making interpretations and general work of that nature. 

Mr. Tuomas. After you once make a rule is there any occasion for 
the item to recur monthly or annually ¢ 

Mr. Emxen. No,sir. But we have some 12 systems of accounts that 
we supervise, and there are changes in the mode of performing trans- 
portation that require constant review. 


WORKLOAD DATA 


Mr. Tuomas. Here is your table of work units, page 37. I am not 
sure that I understand all about. it. 

Under “Review of proposed accounting in abandonment cases” you 
have here: Entries approved, 75 for 1957; and 77 for 1956. Those are 
estimates. 

You do not have too many abandonment cases, do you ? 

Mr. Emxen,. Not the abandonment of an entire railroad, but we do 
have abandonment of some sections. 

Mr. Tuomas. A spur or section ? 

Mr. Emxen. Not a spur but a section of the line. 

Mr. Arpata. A branch line. 

Mr. Tuomas. Then “Review of proposed entries submitted by car- 
riers in connection with consolidations, mergers, and purchases of 

carrier property”; entries approved, 67 for 1$ 057, and 69 for 1956. 

Then you have interpret ations furnished to carriers and others re- 
garding provisions of our Uniform Systems of Accounts and other 
regulations. You have some pretty good-sized figures here, 970 and 
841. 

What do you mean—interpertation ? 

Mr. Emxen. A carrier writes in and wants to know what a certain 
rule means, and we have to tell him. They do not understand them. 
Maybe some unusual situation comes up that is not covered specifi- 
cally in the rules. 

Mr. Tuomas. Do you have to consult any legal staff, or do you just 
haul off and tell them what the law is? 

Mr. Emxen. Mostly we haul off and tell them. Sometimes we may 
want to refer it to the Commission. 

Mr. Tuomas. At least that gets the job done; does it not ? 

Mr. Arpata. There are a lot of carriers that are small. They do not 
have any accountants in their employ, and they need to have somebody 
tell them, you see. If they have an accounting staff, people who are 
trained, they have no trouble. So it is only a question of interpreting 
the thing from an accounting point of view. 

Mr. Troms. What do you mean by this: 

Special accounting authorizations requiring approval of the Com- 
mission, 28 estimated in 1956, and 26 in 1957? 

Do you mean the Commission passes upon whether it is a good 
accounting system or bad or what? What is that special accounting 
authorization ? 

Mr. Emxen. No. It is a special rule. A good example is a rail- 
road that washed out last year practically, and it is going to cost 
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about $12 million to restore that. Ordinarily the restoration of dam- 
ages to property is an operating expense. They filed a petition with 
the Commission and asked to exclude that from operating expenses 
and put it in profit and loss, which gets it out of net railway operating 
income. 

Mr. THomas. Has Judge Mitchell been trying to take you over and 
put you over in his bureau? He says he has a lot of work over there, 
on some live cases. It looks to me like you need some live business 
here. The judge says you are dealing with a lot of letter writing and 
accounting systems here. 

Here you have review of applications for authority to issue securi- 
ties. 

Do you have exclusive jurisdiction over that? Or does that go 
over to the Bureau of Finance? 

Mr. Emxken. That is a little job we do for the Bureau of Finance, 
examine the financial data and see if there is anything that needs 
attention. It is not a major operation; it is just one of the functions 
that we perform. It is just a little extra thing. 

That is one of the things we can measure in work units. Most of 
this work you cannot put ‘down in figures like this. 

Mr. Tuomas. It looks to me as if you have to use a lot of words 
here to impress people. Not being an accountant, I may be unduly 
critical. 

PRINTING AND REPRODUCTION 


What about this printing and reproduction item? That is running 
into money, $163,200 or an increase of $8,200 over last year. You 
have set it out on page 160. 

The Commission reports and orders in bound volume and separate 
form, a total cost of what? $2,373? 

Mr. Ryan. That is an increase. 

Mr. Tuomas. I mean increase. What is the total cost of it? 

Mr. Ryan. I will have to add it together. 

Mr. Tuomas. All right, go ahead and add it. 

Mr. Ryan. Offhand, I have $81,373. 

Mr. Tuomas. $81,373. 

What about revision of motor carrier safety regulations, $4,500 
increase? And revision of motor carrier explosive regulations, $2,500 
increase ? 

What is the basic cost here? 

Mr. Ryan. That is a new item that was not printed last year. This 
is a revision of it. It costs $2,500 to print it. 

Mr. Tuomas. You have $4,500 here set out. 

Mr. Hamm. $4,500 for motor-carrier safety, and $2,500 for motor 
carrier explosive regulations. 

Mr. THomas. What about motor-carrier safety regulations? You 
have been printing them fora long time. This is an increase of $4,500. 
What is your total cost ? 

Mr. Hamm. We do not print those every year. 

Mr. Arpata. Only when they change. 

Mr. Hamm. It is a revising of the regulations. 

Mr. THomas. And your $4,500 is a nonrecurring item ? 

Mr. Ryan. That is right. 

Mr. Tuomas. And the $2,500 item is likewise ? 
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Mr. Ryan. That is right. 

Mr. THomas. What other publications are you printing? You have 
reports and orders, rates, bound volumes (Rate and Finance). 

Mr. Arpara. We have the annual reports to Congress. 

Mr. Hamm. The locomotive inspection report. 

Mr. Tuomas. Are these reports required by statute? Or what part 
of them are, if any ? 

Mr. Hamo. The annual report to Congress and the locomotive in- 
spection report 

Mr. THomas. Your annual report to the Congress costs you $3,148 ? 

Mr. Hamm. Yes. 

And the next one is required by statute. 

Mr. Tomas. How many of them are by statute out of your total 
number here? What is your total number? About 50? There are 
14 to a page. 

And three of them are mandatory by an act of Congress. 

And about 80 percent of them here, it looks to me, are duplications 
from year to year. 

What is the change in the material that you have to print every year 
and put a heading on it? It looks as though 1956 would be just about 
as new as 1957 as far as information is concerned. 

Mr. Arpata. Not those statistical reports. They change. And 
these freight commodities statistics, they change. And briefs in 
court proceedings. Of course, we have to have those printed. That 
is a legal requirement. 

And then the miscellaneous items, these regulations and tariff 
circulars and things of that kind; they change and have to be printed 
and distributed. 

Mr. Tuomas. What is the quantity ? 

Mr. Hamm. The next-to-the-last column gives you the quantities. 

Mr. Tuomas. What is the total? This does not mean anything. 
You printed 500 of one, and you have some here of 150,000, and you 
have some here 400. 

Mr. Ham. That is the run. 

Mr. Tuomas. Do you print monthly and quarterly statistical state- 
ments? What do they cover? 

Mr. Hamm. Those are financial statements. 

Mr. ArpatA. Railroad financial statements. You have various kinds. 
You have service statistics. 

Mr. Tuomas. What part do you sell ? 

Mr. Ryan. We don’t sell any. We only have a few in number. 
They are sold in the Government Printing Office. 

Mr. Tuomas. That is what I mean. Does the Government Printing 
Office have very much demand for them? How much do they sell ? 
Do you have any information on that ? 

Mr. Ryan. No. 

Mr. Arpata. I think we only give two copies of some of those reports 
to people who are actually inv olved. If they want extra copies they 
have to go to the Government Printing Office and buy them. And 
they do. 

Mr. Tuomas. Do you have any information as to what the Govern- 
ment Printing Office gets in return? A lot of these pamphlets they 
sell over there are really self-sustaining; most of them are not, of 
course. Do you have any information along that line? 





Mr. Ryan. No, sir. 

Mr. Hamm. I don’t know. 

Mr. THomas. Why don’t you call up the Government Printing 
Office and send us a little note over here? You have a printing bill 
of $163,000. Let us see what the return is to the Government Printing 
Office. You cannot tell; they may sell more of these things than you 
think. 

Mr. Arpata. Of some of them they sell quite a few. 

(The information requested is as follows :) 

For the fiscal year 1955, the Government Printing Office received $57,499.92 
from the sale of Interstate Commerce Commission publications. 

Mr. Evins. The lawyers who practice before the Commission, they 
buy the decisions of the Commission, do they not ? 

Mr. Arpara. The reports that come in bound volumes; yes. There 
are annotations made of these reports periodically. We don’t even 
print those. That is done by other people. Asa matter of fact, just 
recently there has been a demand that we get out the annotations in 
these bound volumes, and somebody said they were going to try to 
get somebody in Congress to get them printed, We just don’t print 
those annotation volumes. We can’t. 


FUNDS REQUESTED OF BUREAU OF THE BUDGET 


Mr. Evins. About how much did the Budget Bureau cut your 
justification request for this next year? 

Mr. Arpara. Our request was what? $15 million? 

Mr. Hamm. It was $15,376,000. 

Mr. Evins. They cut it that much ? 

Mr, Hamm. No. That was the request. 

Mr. Evrns. How much did the Bureau eut your budget ? 

Mr. Hamm. About $1,376,000. 

Mr. Evins. Were the locomotive inspection funds cut by the Budget 
Bureau ¢ 

Mr. Hamm. No. They cut the railway safety $121,500. 

Mr. Evins. $121,500 for railway safety? 

Mr. Hamm. That is right. 

Mr. Evins. How much did they cut the other? You have railway 

safety and also locomotive inspeetion. How much did they cut rail- 
way inspection ? ¢ 

Mr. Hamm. For locomotive inspection it was cut $98,500. 

Mr. Evrns. Those two safety inspection services were cut by the 
Budget Bureau, $220,000. 

Mr. Ryan. That is the amount of increase we requested from the 
Bureau of the Budget. 

Mr. Hamm. That is right. The Bureau of the Budget cut us $49,500 
for railroad safety and $56;500 for locomotive inspection. 

Mr. Evrns. We had testimony from last year’s chairman that there 
is a direct relationship between the amount of money expended for 
locomotive inspection and the number of accidents, or the lessening 
in the number of accidents on the railroads. There is a direct, pro- 
yortionate connection with the amount of money expended on aie. 
Jo you agree with that, Mr. Chairman? 

Mr. Arpata. I certainly defer to Commissioner Clarke’s statement. 
I think he made that last year. 
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NUMBER OF ACCIDENTS AND CASUALTIBS CAUSED BY DEFECTIVE LOCOMOTIVES 


Mr. Tuomas. Mr. Commissioner, will you insert into the record at 
this point a table showing the safety record of the Bureau, or the 
number of accidents we have had? We usually have that information 
every year. I neglected to put it in. Will you read it into the record 
now. 

Mr. Arpara. Railroad safety you mean? 

Mr. Tuomas. For the past 10 years, please. 

(The information requested is as follows :) 

The following table shows the number of accidents and casualties caused by 
defective locomotives of all types during the last 10 fiscal years. 





Accidents Casualties 


Number Index Number Index 





457 | 100 
400 &8 | 
382 s4 
277 


220 | 
221 

196 | 
134 
105 


Mr. Tuomas. Page 129 of the justification shows accidents for 1953 
as 134; 105 for 1954; 83 for 1955; and you anticipate 80 for 1956, and 
75 for 1957. Iam sorry you do that. 

What do the first 6 months of 1956 show ? 

Mr. Arpata. Do you have that figure, Mr. Taylor ? 

Mr. Taytor. I do not have that figure. 

Mr. Tuomas. Can you give us an approximate idea, Mr. Taylor? 
You can almost figure these things out. You have been in the busi- 
ness long enough. 

Mr. Tayxor. It would run about 50 percent, I would say. 

Mr. Tuomas. Do you presume it would run that high? It is a 
remarkable record. It dropped from 134 to 105 to 83 and to 80. I 
am guessing that 80 is a little large. I hope so, gentlemen. 

(The information requested is as follows :) 


For the first 6 months of fiscal year 1956, there were 41 accidents resulting 
in 46 casualties. 


RAILROAD SAFETY TRAVEL LIMITATIONS 


Mr. Evins. We have here a sheet or memorandum that the chair- 
man has already covered, I believe, about the limitations on the 
amount which may be expended for travel expenses for railway safety 
on locomotive inspection. Our chairman covered this subject? 

Mr. Tuomas. Yes. 

Mr. Evins. This memorandum points out that the per diem allow- 
ance used to be $9 in lieu of subsistence, and that has been increased 
to $12, and prior to that it was $8. That has been done without in- 
creasing the appropriation. If your per diem aliowance is $12 per day 
it necessarily cuts down on the number of days that inspections may 
be made. 
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How much, Mr. Chairman, in your opinion, do you think that the 
funds for this division of the Commission’s work should be increased, 
or what should be provided ¢ 

Mr. Hamm. For 1957 the request includes appropriations for travel 
to raise the number of days of travel from 9 to 12 days per month. 
That was the level they would travel in 1956. 

Mr. Evrys. But if you expend the same amount of money, because 
of increased per diem, that necessarily cuts down on the number of 
days; does it not? 

Mr. Hamma. We have provided for that in the fund increase, for 
the increased per diem. 

Mr. Evins. How many days, Mr. Chairman, do you think should 
be employed on the railroad safety inspection—9, 12, or 16 or how 
many days per month ? 

Mr. Arpata. I think Mr. Taylor maybe has the answer to that. 
Have you, Mr. Taylor? 

Mr. Taytor. Well, it is our opinion that there should be 16 days a 
month for travel to get full utilization out of the inspectors. When 
you are cut below that number they are confined mostly to the larger 
terminals at their headquarters. So you get more inspection at the 
headquarters, but you do not cover the outlying railroad terminals. 

Mr. Evins. You have inspections in Chicago and New York and 
large centers, but you do not get out, because of travel limitations, to 
the field. 

Tell me, Mr. Chairman or whomever you direct should provide the 
answer, what in your opinion was the principal cause of the tragic 
railway accident in California recently ? 

Mr. Arpara. That is under investigation now. The investigation 
has not been completed. But, from all indications, it was a human 
failure. Excessive speed. 

Mr. Evins. There are press reports to the effect that the fireman 
notified the engineer and the engineer tried to take action and then 
blacked out. 

But what about the brakes? Had they been inspected? Was there 
not a locked brake ? 

Mr. Arpata. Is that report complete, Mr. Taylor ? 

Mr. Taytor. It is not complete. But there is no indication as far 
as the coroner’s inquest is concerned, from what I read in the news- 
paper, that there was no mechanical failure that they were able to 
develop. The brakes were tested by a running test after the train left 
the station. 

Mr. Evins. How long prior to that had this particular line been 
inspected for safety ? 

Mr. Taytor. The locomotive was inspected by the railroad prior 
to the start of the trip. 

Mr. Evins. Had there been any release by your division as to the 
factsonthat? Or is it being kept secret ? 

Mr. Taytor. No, sir. It is being assembled now. But the director 
of the locomotive inspection told me that he had in his files the in- 
spection reports showing the locomotive had been inspected by the 
railroad prior to the trip on which it overturned. 

Mr. Evins. Is it your view and also the chairman’s view that funds 
should be provided for a minimum of 16 days’ inspection at distant 
points? 
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Mr. Arpata. In 1952, was that not the basis, 16 days? 

Mr. Taytor. Yes. 

Mr. Arpata. 16 days per month. 

It seems to me that that is the optimum, 16 days per month, con- 
sidering the number of days that they can be worked during the 
month and the number of inspectors we have to provide. 

Mr. Hamm. I think that is what the brotherhoods say, too—16 days. 

Mr. Evins. There is testimony that there is a direct relationship be- 
tween safety and the amount of money expended. And in 1952 you 
had a minimum of 16 days’ inspection, and now, because you have in- 
creased the per diem allowance, you have necessarily cut down on the 
number of days at distant points. 

Mr. Arpata. We have increased it over last year to 12 days. Last 
year was 9, was it not? 

Mr. Evins. Will the funds which the Budget Bureau has approved, 
in your opinion, be adequate funds for 12-day inspection ¢ 

Mr. Hamm. Yes. 

Mr. Evins. But they would not be adequate for 16 days? 

Mr. Hamm. That is right. 

Mr. Evins. How much should the budget be increased to provide for 
16 days’ inspection at the present per diem allowance ? 

Mr. Arpaia. Have we got that figure, Mr. Ryan / 

Mr. Ryan. Yes. 

The total figure for railroad safety should be $283,350. For loco- 
motive inspection it would be $209,903. 

Mr. Evins. What is the total of those two? 

Mr. Ryan. $493,253. 

Mr. Evins. How much is provided under the Bureau of the Budget 
for the total of those two ? 

Mr. Ryan. $393,670, or $99,583 less. 

Mr. Evins. $99,583 additional would bring the appropriation up to 
16 days’ inspection at the present per diem allowance ? 

Mr. Ryan. Yes. 

Mr. Evins. Which would make the number of days inspection car- 
respond with the 1952 level? 

Mr. Arpata. That is right. 

Mr. Evins. I refer to the Interstate Commerce Commission 44th An- 
nual Report of the Director of Locomotive Inspection, dated June 30, 
1955. It states that a review of the tabulated data contained in this 
report of accidents, on page 3, shows a noticeable improvement in acci- 
dent trend since the war years. 

However, since the effectiveness of our work is related to the mobility of our 
inspectors, satisfactory compliance with the requirement that each inspector see 
that proper inspections are made by railroads within his district is not prac- 
ticable. Inadequate travel funds restrict the time available for inspection at 
outlying terminals. It is therefore recommended that the necessity for adequate 
travel funds be stressed to the end that sufficient funds be appropriated to prop- 
erly discharge specific inspection duties. 

I notice that recommendation from your report. Will either the 
chairman or somebody tell me what amount of money, in your opinion, 
will provide the satisfactory funds for this purpose? 

Mr. Arpata. I think Mr. Ryan just gave you that figure—$99,583. 

Mr. Ryan. That is right. 

Mr. Evins. $99,583. 
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LEGISLATIVE RECOMMENDATIONS IN ANNUAL REPORT 


There is a recommendation that the Clayton Act be amended to 
permit the Interstate Commerce Commission to have jurisdiction over 
the merging and consolidation of freight forwarders, whereas you 
have it over most all of the branches of transportation. Is that cor- 
rect ¢ 

Mr. Arpata. That is right. 

Mr. Evins. That is a legislative matter that needs to be addressed 
to the legislative committees. 

Mr. Arpata. That is to the Interstate and Foreign Commerce Com- 
mittee. 

Mr. Evins. What about the Elkins Act? What do you think needs 
to be done with respect to that ? 

Mr. Arpata. Do you mean by way of amendment? 

Mr. Evins. Yes. 

Mr. Arpata. I do not think we have had any recommendation cov- 
ering that. 

Do you recall, Mr. McCoy ? 

Mr. McCoy. I don’t think so. 

Mr. Mircuey. There is serious doubt in my mind whether it covers 
trucks or not. 

Mr. Evins. You state, on page 144 of the report: 

The Commission believes this act should be amended so as to provide a fixed 
penalty of $500 for each violation. 

Mr. Arpata. Yes. We recommended the penalty provisions be in- 
creased. 

Mr. Evins. $100 is the maximum penalty now ? 

Mr. Arpata. But not as to the power of the act. 

Mr. Evins. Because of the decreased value of the dollar, the value 
of the minimum penalty has been largely destroyed. 

Mr. Arpaia. That is right. 


DETERIORATION OF RAILWAY BOXCAR FLEET 


Mr. Evrns. It was testified last year that there was a progressively 
deteriorating rate or number in the boxcar fleet. Has that been 
checked or has the boxcar fleet been i improved ¢ 

Mr. Arpata. We had in 1954 a serious accumulation of bad-order 
cars due to the fact that railroads had a 1 in their revenues and 


they cut down on maintenance, so that the bad-order cars which nor- 
mally average about five-some percent 

Is that not right, Mr. Taylor? 

Mr. Taytor. That is right. 

Mr, Arpata. Increased seriously. Since that time they have put 
their maintenance crews back and their shops in operation, and the 
bad-order cars are being repaired and put into service, and have been. 
They have also ordered a great many new cars. But, of course, every 
vear there is a certain number of cars that are retired because of age; 
I think about 60,000. And with the new car purchases they will in- 
crease the total number of cars only by about 15,000 a year, if you 
consider the number that are retired from service. 

Now on page 121 of the 69th annual report we have some figures 
showing the number of cars retired and the number of cars ordered 
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during the 3-year period between 1952 and 1954. That situation has 
changed, however, by now. 

Mr. Evins. Thank you. 

Mr. Arpata. Thereghas been an improvement. 

Mr. Mrrcne... But there has not been any increase in the number 
of cars added to the railroad fleet. According to the evidence intro- 
duced in cases I have heard the increase of the number of cars on the 
railroads, since the war, has only increased one-tenth of 1 percent. We 
have had continuous promises, and I do not see where they have car- 
ried out the promises they have made. ‘The car shortage is with us 
and getting worse right along. 

Mr. Hurenson. M: ay I make a comment at this point? The latest 
figures I have seen show that 35,696 new cars were produced in 1954, 

ae 37,559 in 1955. On January 1 this year, the car builders had a 
backlog of orders for 147,320 cars as compared to only 15,517 at the 
beginning of 1955. That indicates the number of cars on order now 
as compared to a year ago. It seems to me the picture has improved 
considerably. 

Mr. Arpara, Mr. Taylor has some figures on that. Of course, the 
= that the cars are ordered does not mean that they are going to 
he built unless they can get the steel. They are having a problem of 
vetting the steel for the purpose of building these cars. 

Mr. “Taylor, do you have some recent figures ? 

Mr. Taytor. The ownership, January 1, 1956, of all freight cars 
is 1,694,000. That compares with 1,749,000 in 1950. That is a loss 
of around 50,000 there in 5 years. 

Going back up to 1946, it was 1,759,000 cars. In 1944 was the high 
figure since 1940, and that was 1,750,000. 

The installation of cars in 1951 was 84,000; in 1952, 63,000: 1953, 
67,000; and in 1954 it dropped to 28,000; and 1955, 35,000. 

Mr. Evins. Your inspection service goes to locomotive inspection 
and railway safety, but does it encompass the deterioration of boxcars, 
and does your report cover that? Do your inspectors cover that phase 
of railroad operations? 

Mr. Tay tor. No, sir; we do not inspect for bad-order cars. We 
inspect only for safety appliance defects. However, our service agents 
in the field, in their checking, do check the railroads as to the number 
of bad-order cars that they have backed up in their shops. And those 
cases are handled individually with the railroads. 

Mr. Evins. What does the Commission do with reference to insist- 
ing that these deteriorated cars be set aside and reconditioned, or new 
ones replacing them ? 

Mr. Piet It is mostly by persuasion. We talk to the Association 
of American Railroads. And they did last year, after a series of 
conferences and some letter writing, reduce the number of bad-order 
freght cars from about 10 percent to about 414 percent. 

Mr. Evins. That is substantial. 

Mr. Mircue.it. How many cars did they junk in doing that? 

Mr. Taytor. They junked last year or retired 73,000 cars. 

Mr. Evrys. I would say that is a substantial improvement. 

Mr. Mircnet.. But that improvement was brought about by the 
— that some of the railroads, instead of repairing the cars, junked 
them. 
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Mr. Taytor. Yes, sir. However, I would consider that is an im- 
provement, to get some of the bad-order cars out of the account in- 
stead of trying ‘to keep them in operation. 

Mr. Arpata, I think we ought to make it clear that we cannot force 
a railroad to rebuild a car or repair a car. Our power extends to 
taking the car, ordering the car out of service if it is unsafe. But in 
the interest of ‘promoting efficiency we are constantly urging upon the 

railroads that they reduce the bad-order car fleet and get them out 
on the tracks so that they will serve the public. 

Mr. Evins. Does the ICC have any instances or knowledge of rail- 
road employees falsifying their reports on inspection of either cars 
or safety, in advi a the railroads? 

Mr. Arpara. Mr. Taylor can answer that. 

Mr. Taytor. Well, I would say that our inspectors, in inspecting 
the equipment, check the cars to see if the safety appliances are in good 
working order. The safety appliances are covered by the Safety 
Appliance Act. That covers the hand holds, runningboards, and 
brakes. It is unlawful to operate the cars with defective safety appli- 
ances. So they check the cars to see if they are in compliance with 
the law. And if they are not within the law a report is made and 
processed. The locomotive inspection reports are filed with the Direc- 
tor of Locomotive Inspection, and they are sworn to before a notary 
public. I know of no cases where it has been found that they falsified 
their reports. 

The bad order reports are reports made by the railroads to the in- 
dustry association. We have no way to police those. And, of course, 
there could be errors in them. 


AUTHORITY OF ICC TO PARTICIPATE IN RAILROAD STRIKE SETTLEMENTS 


Mr. Evins. What effectiveness has the ICC had in instances of 
strikes on the railroads? Particularly I refer to the Louisville & 
Nashville Railroad Co. and the Nashville, Chattanooga & St. Louis 
Railway situation which tied up transportation in the South for some 
months. Did the ICC intervene and try to bring about a speedy 
settlement of that long, prolonged strike ? 

Mr. Arpara. We have no power to participate in a thing like that. 
The Railway Mediation Board handles that sort of situation. All we 
have in a situation like that to handle are the embargoes or rerouting 
and things of that kind in order to eliminate the accumulation of 
freight. We get out service orders. But, as far as the labor negotia- 
tions are concerned, we do not participate in that at all. 

Mr. Evins. You have a wealth of information and background and 
all the knowledge surrounding the operation of the railroads. It 
seems to me you could be of great value in assisting the Mediation 
Board and others in disputes and otherwise. 

Mr. Arpata. Well, if they want any information from us we always 
cooperate with any agency in fur nishing information. But we do not 
participate directly. 

Mr. Evins. I believe I spoke to the Chairm man of the Commission 
about it, and he said he had written an article in the Harvard Law 
Review as to how the ICC was exempt from reorganization plans 
which would have the Chairman being design: ated” directly by the 
President rather than being elected by the fellow Commissioners. 








a 3 PS ta 


hase ac ara arnt aati Cais OES tom oe 











































he 
}- 


O 
n 
e 
it 


ON GY = 


— 


Os. 


hws 





sk Hadley Al an pitches eins 


eee 


1603 


I would certainly be interested in reading your article. 

Mr. Arpata. It is by the grace of Congress that that is so. 

Mr. Evins. The Commission stands now as the sole independent 
agency in which now the Chairman is elected by the Commissioners 
rather than being designated by the President. How you were able 
to achieve that would be of immense interest. 

Mr. Botanp. Mr. Chairman, I think you and Mr. Evins have covered 
this interrogation very thoroughly. I simply want to compliment 
the Commission on the justification they have presented to this com- 
mittee. 


ICC RESPONSIBILITIES FOR EFFICIENT TRAIN SERVICE 


What responsibility does the ICC have in the matter of a carrier 
rendering elliciont service to the public ¢ 

Mr. Arpata. That has been an awful problem, particularly recently 
in connection with New England. We do not have any power over 
the scheduling of trains or the comfort of trains, or things like whether 
the train is hot or cold or whether there is water or whether-the 
sanitary facilities are working or whether the seats are torn or whether 
the windows are drafty or whether the schedules are being operated 
frequently enough or whether the trains are running late. 

Our jurisdiction applies to safety, safety appliances and various 
acts that have to do with that. 

I inquired of Commissioner Aitchison, who was a longtime member 
of the Commission, when we were discussng the subject, and he told 
ine when the Transportation Act of 1920 was under consideration there 
was a proposal mentioned to give the Interstate Commerce Commis- 
sion such jurisdiction, but that the State commissions objected to it. 
And the State commissions generally retain that power. So that 
when it comes to a matter of safety we are then directly chargeable. 
But we do not have any jurisdiction over those other matters. 

Mr. Botanp. Is there any question as to whether the equipment 
operating out of New Haven is in a safe condition ? 

Mr. Arpata. We have watched that situation very carefully. We 
have made better than our usual investigation of all of the equipment 
and the appliances, the locomotives, and their record was about aver- 
age . In some respects it was a little better and some respects a little 
worse, 

Mr. Botanp. The Commission doubtless must have received con- 
siderable complaints from the area / 

Mr. Arpata. We get a tremendous number. 

Mr. Botanp. Did you look into the question as to whether or not 
the railroad was being operated to the interest of the stockholders 
and not the interest of the public and whether the railroad was allow- 
ing its equipment and plant to deteriorate ? 

Mr. Arpata. You see we have, of course, jurisdiction over financing. 
And we are now looking into this question of the Union Security 
deal to see whether or not the investors or people concerned are being 
hurt. However, we cannot compel a railroad or force a railroad to 
spend money for a particular purpose. 

Now Massachusetts law gives to the Massachusetts Commission 
the power to enjoin payment of dividends until certain things are 
done. We do not have that power. And I might say we have cooper- 
ated with the Massachusetts Public Utilities Commission very closely. 
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Mr. Botanp. I know you have. 

Mr. Arpata. And we have sent them all the information we have 
with reference to these inspections that are made that I have told you 
about. But we cannot force a railroad to expend money in a certain 
way ; we do not have that power. Our power 1s such thi at, for instance, 
if the equipment is unsafe and we can say that they cannot put the 
equipment in service, but that is as far as we can go. 

Mr. Botanp. The Commission has no power over the scheduling of 
the trains? That is a responsibility of the State utility commission ? 

Mr. Arpaia. That is correct. 

We have had, I would say, hundreds and hundreds of letters and tele- 
grams relating to trains being late or sanitary facilities not working, 
cars being filthy, and the heat going off, and things of that kind; very, 
very pointed and indignant ones. 


REORGANIZATION AND MANAGEMENT OF THE COMMISSION 


Mr. Osrertac. Mr. Chairman, I note with interest your reference in 
the report under the title “Reorganization and Management Improve- 
ment in the Commission” to the fact that “The program to realine 
and strengthen our organization and operations continued throughout 
the year. 

How far along are you in this whole question of reorganization and 
management and improvement ? 

Mr. Arpata. We have reduced the number of bureaus from 15 to 9, 
and we are now working on another project which will increase the 
efficiency of the operations of the Bureau of Motor Carriers. We have 
also, of course, in this budget, you will notice, strengthened our field 
organization in accordance with the recommendation of the Wolf 
report. And we have streamlined a great many procedures within 
the Commission. We are trying to find every possible shortcut, and 
trying to cut out all of the duplication and lost motion that we can. 
It is pretty hard to enumerate all of them, but I think that there really 
isa great deal more efficiency there now than there was, say 3 to 5 
years ago. 

Mr. Osrerrac. You mentioned in the report ne five significant re- 
organization steps were taken during the year. That was this last 
year; is that correct? That is, in 1§ 55 2 

Mr. Arpata. Were all those done in 1955? 

Mr. Hamm. No. 

Mr. Osrerrac. This is your November 1, 1955, report. 

Mr. Arpata. Yes. Well, we talk about the five that are made. 

Mr. Osrerrac. I think the effective dates of these steps are listed 
in your report. 

Now have there been any changes since this report ? 

Mr. Arpata. Not 

Mr. Osrerraa. | take it from this report that as the management 
improvement developments are possible you make the changes along 
with the recommendations that develop. 

Mr. Arpara. Yes. We put them into effect as fast as we can. 

Mr. Osterrac. Is the Wolf Management Engineering Co. still op- 
erating ? 

Mr. Arpata. No. That was just a one-shot proposition. They 
came in and made a study, and made certain recommendations. I 
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think the total study was about 5 months. There were certain things 
that they recommended that were impractical, and there were many 
of them that were good. 

Substantially, we are trying to produce a functional approach to 
all the activities of the Commission, the processing functions of the 
Commission. 

Mr. Osrertac. Then you are practically through with this reor- 
ganization ¢ 

Mr. Arpata. No. We still have some steps that we want to take. 

Mr. Osrerrac. Where would these steps be taken ¢ 

Mr. Arpaia. Well, right at the moment here is what we have in 
mind: We want to consolidate all of the docketing in 1 office; we want 
to transfer all of the finance work, whether it is motor carrier or rail 
financing work, to 1 department; we want to combine the Section of 
Certificates and the Section of ( ‘omplaints, so-called, and produce 
a greater efficiency there—greater simplification. 

Then, of course, we still have under study what Chairman Thomas 
referred to this morning when he was mentioning the Bureau of 
Accounts, Cost Finding and Valuation and the Bureau of Tr: ansport 
Economics and Statistics. He mentioned the possibility of combining 
those two bureaus, which, as Chairman Thomas pointed out, seemerl 
to overlap. 

Those two steps are under study. 

Mr. OsrertaG. In the making? 

Mr. Arpata. Yes. 


HOOVER COMMISSION RECOMMENDATIONS 


Mr. Osterrac. Right along that same line, Mr. Chairman, I note 
your reference in the report to the proposed changes in administrative 
procedure as recommended by the Hoover Commission. I take i 
that legislation is pending in connection with certain of those recom- 
mendations ? 

Mr. Arpata. There is quite a bit pending. There are several bills, 
some of which we consider highly impractical and that would serve 
no publie good because, instead of helping the public, it would cause 
more confusion and more burden to them. Some of them are probably 
good, 

The Commission itself, other than what is in the annual report, 
has taken no position on the bills yet and has made no formal report. 
It has had no request from the committees to report on this legislation. 
But unofficially certain members of the Commission have expressed 
themselves. 

Mr. OsrertaG. Would you say the steps that the Commission has 
taken under your own reorganization and management improvement 
program in and of themselves would perhaps overcome some of the 
recommendations of the Hoover Commission ¢ 

Mr. Arpata. Well, of course, the Hoover Commission itself did not 
endorse all the recommendations of the task force. But the recom- 
mendations are not chiefly directed to the Interstate Commerce Com- 
mission. That is one of the things that is wrong with them. Because 
the Interstate Commerce Commission observes due process and follows 
the Administrative Procedure Act very religiously. As a matter of 
fact, the Administrative Procedure Act was based in large part on 
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the existing processes of the Interstate Commerce Commission which 
had been developed by the Commission over the years. 

Now I have talked with these people who are interested in the Hoover 
Commission report, and they say “Well, we don’t object to the Inter- 
state Commerce Commission method of doing business.” But they 
all talk about the National Labor Relations Board or the Immigration 
Service of some other agency. And the thing that is wrong about 
this uniform approach to these problems is that they try to make 
the foot fit a certain shoe regardless of whether it is needed or not. 
But, as to the evils they are attacking, I have had one of them say 
to me, for example, “It is too bad that the Commission isn’t vulnerable 
in this respect because we would have an easier time getting this thing 
through if they were.” Because we use more of the hearing examiners 
than any other agency in the Government, we are probably the ones 
who exercise the type of powers, the quasi-legislative and quasi-judi- 
cial powers, to the largest extent. 

Mr. Mircnentt. Mr. Chairman, the Hoover Commission report is 
backed by the American Bar Association, and the purpose of that 
association is to abolish administrative agencies and set up courts in 
place thereof. Now I have sat on both a court and on this Commission, 
and I know that no court could do the work that this Commission is 
doing as effectively and as ably as it is doing. I have talked with the 
former president of the American Bar Association, and that is his 
purpose. He believes that all administrative agencies should be abol- 
ished, and, in their place, there should be courts set up to handle 
the work. 

I want to say to you, Mr. Chairman and members of this committee, 
that the courts are not too speedy either. And they have a backlog 
also. 

Mr. Tuomas. Of course, the purpose of setting up these specialized 
commissions was to remove about 99 percent of the courts’ jurisdic- 
tion over these matters for the simple reason that they are not qualified 
by experience, training, and so forth to handle them. 

Mr. Mrtcnetyi. When you take, Mr. Chairman, these hearing exam- 
iners away from control or supervision of the Commission under whom 
they work you thereby lessen the amount of work, and they don’t 
produce what they did before. 

Mr. Arpata. The big fact is that an independent agency is an exten- 
sion of Congress doing a job for Congress which Congress could not 
possibly do by itself because of the detail involved and the continuing 
day-to-day processing and the expert knowledge required. 

Tf you follow the separation-of-powers theory of the Constitution 
you could not have courts doing a legislative job. It would be a 
violation of that principle. And the theory of an independent agency 
is that it is not exercising a judicial or an executive function. It is 
really a quasi-legislative function. It is a peculiar agency. People 
don’t recognize that, and they have lost sight of that, I think. 

Judge Mitchell said the American Bar Association has. endorsed 
this. That is not true. The administrative law section committee 
has made a recommendation which is going before the house of dele- 
gates, as a matter of fact, next week. 

Mr. Mrrcuetu. I will accept your correction. 

Mr. Arpata. It is possible that the house of delegates of the Ameri- 
can Bar will rubber stamp that report. The fact is, however, that 
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the task force report is, in my opinion, a reversion back to the old days 
of strict common law pleading. It is the most complicated kind of 
a setup that you could imagine. 

The original theory of the Interstate Commerce Act, for ex: umple, 
was to make this forum open to even the most lowly. As the Cullum 
committee report said, even the lordly J. Frank Gould would have to 
account to the small shipper. 

The first person that appeared before the Interstate Commerce 
Commission was a neubeat captain. We have simple rules of 
practice. 

The funny thing about this task force report is that every other 
study that has ever been made has been against the very thing that 
they are recommending now. And I am talking about the Attorney 
General’s committee and the former Hoover Commission and the 
Board of Transportation and Research that was appointed and made 
a 4-year study. 

These people came in on a quick look around and preconceived 
notions. They did not come to the Commission. ‘They wrote to the 
AAR, the Association of American Railroads, and said, “What do 
you have to gripe about ?” or words to that effect. 

And they ‘said, “Nothing. Everything is working fine.” 

And, in spite of that, they came out with these recommendations. 
They had no complaint from anybody of any kind. 

It is a lawyer’s proposition. I am a lawyer and I am a member of 
the American Bar Association and have been for 28 years. I agree 
that the legal profession should be protected. But I do not think 
procedures should be made so complicated that they become expensive 
and burdensome to the parties. 

Mr. Evtns. I would like to say for the record that I think the Chair- 
man of the Commission is eminently correct in his statement. If the 
trend continues we are going to see many independent agencies of 
Government abolished, with resulting effects, taking them away from 
the Congress, of which they are an arm, and making them, if possible, 
executive functions of the executive branch. 

I think the Chairman of the Commission is eminently sound and 
correct in his position. The ICC as an independent agency of Govern- 
ment and other independent agencies should remain independent. 

Mr. Arpata. You will be interested in that article then. I think 
perhaps I will send it to Mr. Thomas and Mr. Ostertag and Mr. Boland 
also. 

Mr. Toomas. Send usallone. We will be delighted to have it. And 
not only have it but we will read it. 

Mr. Arpata. That is the reason I do not send those things. I am 
afraid you are too busy anyway. 

Mr. Tomas. We will read it. You send it over here. 


BUDGET INCREASES 


Mr. Ostertaac. As I understand it, your total proposed budget is 
$14 million. 

Mr. Arpata. That is right. 

Mr. Ostertac. Which is an increase of $1,104,000 over a year ago. 
Now under the classification of obligations by objects, personal service 
absorbs approximately $818,000 of the increase. 
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Mr. Arpara. That is right. 

Mr. Ostertac. How much of that $818,000 increase is due to the 

salary increase, and how much of it is due to increased personnel ? 

Mr. Arpaia. Mr. Ryan will have to give you that figure. ‘That is one 
of those fiscal details with which I am not familiar. 

Mr. Ryan. This is the appropriation for 1956—$12,121,000. It is 
different from that figure because that figure has $775,000 worth of 
pay-increase costs. So the increase is $1,879,000 over last year. 

Of that increase, $863,459 is due to increased salary rates, and 
$156,547 is for increased travel per diem rates, making the increase 
for positions and items that go with it $858,994. 

Mr. Osrerrac. There has been a general increase here in railroad 
safety and car service, and also in the compliance. $674,000, I believe 
it is, as to compliance. Is that correct ? 

Mr. Arpaia. I don’t think it is that much, is it ? 

There are 10 positions in Inquiry and Compliance. 

Mr. Osterrac. In the estimate for 1957, under the program of 
activities, it is $3,333,000 as against $2,659,000. 

Mr. Arpaza. That is the Bureau of Motor Carriers, is it not? 

Mr. Ryan. That is correct. That appears on page 3. 

Mr. Osrerrac. $192,000 under the railroad safety and car service. 
Does that meet your requirements for the year ¢ 

Mr. Arpata. We think that this budget is well balanced. It gives 
us just enough that we can properly absorb, and it puts the emphasis 
where it belongs. We would like to keep every dime that has been 
recommended in this budget because there is a balancing here which 
is easy to operate and function under. 

We have our field services now, or, that is, under this budget we will 
have them in a position where we can do a job there. We will have 
examiners to be trained which will increase our production insofar 
as economic matters are concerned, and then we have those increases 
in the rates, tariffs, and the Bureau of Inquiry, which help us with 
the service to the public and service within the agency as well as 
enforcement. 

Mr. OstertaG. Reference has been made, Mr. Chairman, to your 
budget request and your budget allowance. I am just wondering 
whether you are being severely handicapped because of the cutback 
by the Bureau of the Budget. 

Mr. Arpata. Of course, I did not participate in the preparation of 
the budget request. The chairmanship changed on January Ist, and 
under the circumstances, I did not have any part in that. I am only 
taking this budget as it is recommended, analyzing it as such. I think 
that it isa good | budget. 

Mr. OstTertaG. Does the Commission as a whole agree on that ? 

Mr. Arpata. Yes. I think that is the unanimous opinion of the 
Commission. We have discussed it in conference, and we agree. 


DEFENSE TRANSPORT ACTIVITIES 


Mr. THomas. When are we going to wind up the DTA? 

Mr. Arpata. It is really wound up now. 

Mr. Tuomas. We earmarked about $125,000 or $130,000 last year 
with the understanding we were going to wind it up, and here you 
come back and want to earmark $100,000 more. What is ODM doing 
about it? 
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You come in here for an increase of 10 positions under your current 
car inspection. That is a misnomer to call it safety. It ought not 
to be under that category. You have 2 people on this side of the table 
already confused with safety. It has nothing to do with safety. It 
is the allocation of cars and keeping them running and so forth. 

What are you going to do with $100,000 plus the 10 positions here ! 
What is ODM doing about it ? 

Mr. Arpata. There are not 10 positions there in Transport Mobiliza- 
tion staff because that car service, although they used to help us in 
car service 

Mr. Tuomas. It has always been the same function here under the 
DTA. 

Mr. Arpata. If DTA did not exist we still would have to perform 
the car service functions. 

Mr. THomas. That is right. Then the Office of Defense Trans- 
portation did not do a thing more than add to this, plus tax amortiza- 
tion. You are about wound up on that, aren’t you? 

Mr. Arpara. No. We still have that. We process that for ODM. 
[ think Mr. Silver can explain this. He is the man that was in there. 

Mr. Tuomas. Is your whole $100,000 for quick amortization here ? 
Run it right off. 

Mr. Sitver. No. 

Mr. Tuomas. What is it all for then? 

Mr. Sitver. No part of the $100,000 is to cover tax amortization. 
We expect by July 1 to have liquidated the entire project so there will 
be no tax amortization. 

Mr. THomas. What are you going to do with the $100,000? 

Mr. Sirver. Let me direct your attention to this circumstance, that 
ODM as successor to NSRB does not maintain a transportation oflice 
as NSRB did. Therefore, it farms out all of its mobilization planning 
and readiness tasks. And under 2 Executive orders and 3 specific 
delegations of authority, the Commission now is performing that task 
which was formerly performed at the staff level by NSRB. 

Mr. Tuomas. It has always been one function here regardless of 
the name. The Commission has done the work. ° 

Mr. Sirver. People connected with the Commission have done the 
work, but not the Commission as such. 

Colonel Johnson, who was head of ODT, performed under the ex- 
ecutive branch of the Government and not as a Commissioner. And 
that was true of Mr. Knudson. But under the program and assign- 
ments 

Mr. Tuomas. Don’t try to limit the colonel to two hats. He is 
entitled to more than that. 

Mr. Strver. After May 1 he may not have any, I understand. 

But we do have definite assignments—— 

Mr. THomas. Tell me what you are going to do with that $100,000, 
and we will get through quickly. 

Mr. Strver. We are going to work on 14 different projects which 
have been assigned. 

Mr. Tuomas. What is the nature of them ? 

Mr. Sirver. I can recite a few of them. For instance, we are 
about to receive, between now and July 1, a set of assumptions which 
will cover a hypothetical 3-year period of full mobilization. 
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Mr. Tuomas. We have been going over that in here since 1947. 
When are we going to get rid of this? 

Mr. Strver. I happen to have been connected with Colonel Johnson 
from the start of the planning. I was with him as legal advisor. So 
we came up with a plan, as you know, in 1950, early in 1950, that 
included a plan for the handling of transportation in the event of 
war. We also came up with the requirements for a war program. 
And then we also got into the Korean 

Mr. THomas. You also handled the shuffling around of very scarce 
and valuable cars for a long time. 

Mr. Sriver. We took on a voluntary program. We built a lot of 
freight cars 

Mr. Tuomas. Who is doing that now ? 

Mr. Strver. It is not being done. 

Mr. THomas. You have 7 men for that, and now you want 10 more. 

Mr. Stiver. Not in the section where I am. There will be seven 
classified positions only. 

Mr. Tuomas. Let’s see if we can consolidate these sections. We are 
not wedded to sections. 

Mr. Strver. I think if you will look at it this way, Mr. Chairman— 
you talk about the independence of the Commission and you refer to 
it as an arm of Congress. The function the Commission is perform- 
ing in the Transport Mobilization staff is delegated by ODM, and it 
really is an executive function. That is why it is set up for separate 
handling by the Transport Mobilization staff. 

Mr. Tuomas. Of course, ODM knows that here is a qualified arm 
of government regardless of whose body it is hung to, that has been 
handling this problem for 50 or 75 years. That is where it ought 
to be. And certainly it would be wrongly placed if it was not here. 

You have commingled your personnel. After all, regardless of 
who is wearing whose hat and how many, it is the Intestate Commerce 
Commission that has been doing that work. 

Mr. Sriver. Of course, the functions that the Commission is per- 
forming in the Transport Mobilization staff are functions which 
the Congress itself gave to the President and not to the Commission 
under the Defense Production Act. It stems down to the Commis- 
sion from two Executive orders and several delegations of authority 
which were issued under that act. So you cannot very well com- 
mingle them. ‘You get into difficulties. For instance, in the matter 
of classification of documents, the Commission has no authority to 
classify them, but in the Transport Mobilization staff, where I work, 
because of our delegation of authority, we do have. So you cannot 
commingle either personnel or the papers. 

Mr. Tuomas. You have not told me completely. You mentioned 
two things you were going to do. What are the others? 

Mr. Strver. We are developing for each of the areas of our re- 
sponsibility, which include domestic transportation, storage facili- 
ties 

Mr. Tuomas. You have been working on that, to my certain know]l- 
edge, for 7 or 8 years. When are you going to wind that up? Those 
figures and facts don’t change every day; do they? 

Mr. Sirver. These are facilities protection manuals. They are not 
facts and figures. They are guides to be used by these operators in 
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these areas to protect their facilities against sabotage and other war- 
time hazards. 

Mr. Tuomas. The areas have not changed and the facilities have 
not changed; the railroads have not changed. What is changing about 
it? Why do you have to keep doing it every year ‘ 

Mr. Sttver. There has been a terrific change in the ability of the 
enemy to deliver bombs on the United States. There has been a 
change in the capacity of these bombs to destroy wider sections. With 
hydregen bombs we now have problems of fallout which were never 
considered before and which add a new factor to it. 

Mr. Tuomas. Do you mean to tell me you are going to get over into 
the Atomic Energy Commission ? 

Mr. Sitver. Not Atomic Energy; not at all. But we have mapped 
all the principal traffic centers of the United States. 

Mr. 'THomas. You have been doing that for 7 or 8 years. 

Mr. Stiver. Yes, sir; we have. 

Mr. Tuomas. When are you going to wind it up? If the physical 
facts change from year to year where you have to keep this thing 
going, that is something else. But I cannot imagine that they have. 

Mr. Strver. They do; and I can give you a good illustration. 

Mr. Tuomas. Give us just one. 

Mr. Strver. We participated in Operation Alert in 1955. We have 
a relocation site out in the country where the Commission repairs 
to, or Commissioner Clarke did last year, and took the staff. We 
received all these reports of damage from the various damage areas. 
We plotted them out on our maps according to the old formulas. 
But they gave us a lot of fallout data, and we had no way of plotting. 
We did not know the wind direction. 

Now studies have been made with the help of the Weather Service. 

Mr. Tuomas. What can you do about the fallout now ? 

Mr. Strver. Well, we can tell from the fallout whether or not certain 
of the routes 
Mr. THomas. Can you move the railroads or what? 

Mr. Stiver. No; but we can tell whether those routes are open. 

Mr. THomas. What can you do about it then? We all know there 
going to be a fallout. It is not your job to try to handle the fallout. 
Mr. Stiver. No; but we have to know 
Mr. Tuomas. It is not your agency’s job. What are you going to 
do? Are you going to move the railroads? 

Mr. Sttver. No. We are going to determine what routes are open 
in the light of the fallout pattern. 

Mr. Ostertac. Highways, too? 

Mr. Sriver. Highway and rail. It is quite important. 

Mr. Tuomas. How are you going to be able to determine that any 
quicker than the operator of that railroad down at X town is going 
to find it out ? 

Mr. Stiver. We don’t know 

Mr. Tuomas. I am one that believes that just because an agency is 
a Government agency that they cannot wave a magic wand like some 
other agencies around here that we see and cure all the ailments and 
protect everybody 2,000 miles from Washington. 

Mr. Stiver. That is not the thought. The thought is that there are 
certain reasonable precautions that you can take in advance of an 
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enemy attack. There are certain standard operating procedures you 
have to follow during an enemy attack. And there is a certain amount 
of rehabilitation after it is over. 

Mr. THomas. If you keep on working on this thing you will not 
have your plans completed within 48 hours after the attack. You 
might have them completed then. 

Mr. Sitver. We have quite a few completed plans. I would like to 
mention one, 

I had the privilege of going to your city last November, in Houston, 
and speaking at the Shamrock Hotel before the American Association 
of Port Authorities. At that meeting I presented a plan for the 
control of port facilities in time of war or national emergency. It was 
extremely well received. It was published in World Ports, their 
magazine, in December 1955. And to this date we have not received 
any criticism of the plan. It is considered a very sound plan. 

That is what you can do in advance. 

On this relocation activity, this continuity of Government opera- 
tion, as you know, they have exercises every year. And we do have 
places out in the country where the executive departments repair to. 

Mr. Trromas. You gentlemen do not have to go too far out in the 
country ; do you? 

Mr. Sirver. It is 250 miles. 

We do maintain an establishment there, and we do have expenses in 
connection with it. We do have a lot of things todo. This all falls 
under the staff upon which I am employed. 

Mr, Tuomas. | remember you were working on those port author- 
ities 7 or 8 years ago. I was hoping, since I live ina port town, you 
were going to finally get that wound up. 

Mr. Sitver. We think we have got a good plan now, Mr. Congress- 
man. We think we have. I think the. port authorities will tell you 
that. 

Mr. Tuomas. That is encouraging. 


TAX AMORTIZATION PROGRAM 


Mr. Osrertrac. In this report you point out that: 


The staff is concerned primarily with tax amortization, which program will 
terminate December 31, 1955, and mobilization planning and readiness programs. 

Are we to understand that the staff that is concerned with defense 
transportation has also been responsible for tax amortization ? 

Mr. Arpatna. Yes. 

Mr. Osrerrac. You have wiped away this tax amortization, have 
you? 

Mr. Arpara. That was extended until July 1; was it not? 

Mr. Sirver. It works out this way, Mr. Congressman: applications 
for tax amortization under the railroad freight car goal were per- 
mitted until December 31, 1955. So everything that was filed on or 
before December 31 is now being processed. As of the first of this 
month there were 205 applications pending. 

Also, since the first of the year, the ODM has reinstated for a limited 
purpose some of the goals that were suspended. For instance, on 
August 11 they suspended certain goals retroactively. We convinced 
ODM that it was not fair to those people who had applications on 
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file on August 11. So they have allowed us to go back and consider 
those, if those applicants apply for reconsideration. We expect from 
80 to 100 apphie ations for reconsideration. 4 

So we practically have a case workload now of about 300. We will 
wind them up by July t. 

Mr. Tuomas. Are you an advocate for the tax-amortization pro- 
evam for the railroads? 

Mr. Strver. Was I 

Mr. Tuomas. Yes. 

Mr. Stiver. I am not on the side of the Transport Mobilization 
Staff that handles tax amortization. I have my own views, but I do 
not have anything to do with granting the certificates. 

Mr. Tuomas. I thought you said you asked them to extend the 
period. 

Mr. Strver. That is the Commission did, through Commissioner 
Clarke, but I do not happen to work on that side of the fence. I am 
on mobilization and readiness planning. 

Mr. Osrerrac. The point is that the staff that is responsible for the 
defense transportation program has also been responsible for tax 
amortization / 

Mr. Stiver. Yes. 

Mr. Osrerrac. And that, instead of winding up the job on the first 
of the year, it has been continued or extended until when / 

Mr. Arpata. July 1. 

Mr. Strver. Not to exceed July i. It might end March 1. When 
we get through with the workload of 300 cases which are on hand now 
it will terminate. 

Mr. OstrerraG. Would that not reduce the budget requirements con 
siderably ? 

Mr. Stiver. Last year we had 12 positions classified. This year 
the budget calls for 7. And there are 5 doing this tax-amortization 
work right now. 

Mr. Arpata. That is taken into consideration. That is why there 
is a reduction of $25,000. 

Mr. Tuomas. Gentlemen, it is always nice to see you. We enjoy 
your coming over here. And our arguments are always very helpful 
tous. We hope you find them enjoyable, if not helpful. 

Mr. Arpara. They are enjoyable to us. We also find them very 


helpful. 
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Monpay, Fepruary 20, 1956. 


FEDERAL POWER COMMISSION 


WITNESSES 


JEROME EK. KUYKENDALL, CHAIRMAN 

SEABORN L. DIGBY, VICE CHAIRMAN 

FREDERICK STUECK, COMMISSIONER 

WILLIAM R. CONNOLE, COMMISSIONER 

HENRY R. DOMERS, EXECUTIVE DIRECTOR 

WILLARD W. GATCHELL, GENERAL COUNSEL 

FRANCIS L. ADAMS, CHIEF, BUREAU OF POWER 

WILLIAM R. FARLEY, CHIEF, DIVISION OF LICENSED PROJECTS, 
BUREAU OF POWER 

RALPH F. GATES, CHIEF, DIVISION OF ACCOUNTS OFFICE OF THE 
CHIEF ACCOUNTANT 

CARL T. KALLINA, CHIEF, BUREAU OF RATES AND GAS CERTIFI- 
CATES 

CHARLES G. DALEY, SUPERVISING GENERAL ENGINEER, BUREAU 
OF RATES AND GAS CERTIFICATES 

J. KAY LINDSAY, DIRECTOR OF ADMINISTRATION 

THOMAS F. CASHELL, ACTING CHIEF, DIVISION OF BUDGET AND 
FINANCE, OFFICE OF ADMINISTRATION 


SALARIES AND EXPENSES 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 


Page by activities: 
. Licensing of non-Federal hydroelectric projects__......- $711, 135 $1, 099, 576 $1, 087, 581 
. Regulation and surveys, electric power industry 895, 814 942, 929 
. Regulation and surveys, natural gas industry___-_------ 1, 954, 324 2, 183, 441 
Federal projects investigation and regulation 312, 556 201, 684 
5. International Joint Commission ‘ 12, 680 18, 326 
. Administration 426, 370 457, 044 


Total obligations 4, 312, 879 4, 903, 000 
Financing: 
Unobligated balance no longer available 


Appropriation 
Proposed supplemental due to pay increases 





Obligations by objects 








Object classification | 1955 actual | 1956 estimate 


| 





6 
632 
657 


Full-time equivalent of all other parenee ee ee 
Average number of all employees - - arse 
Number of employees at end of year___----.------------------ 





Average salaries and grades: 

General schedule grades: | 
Average salary ae $5, 914 | $6, 304 
Average grade , | GS-8. 6 | GS-8.6 


Total number of permanent positions__-_.......-.---------- | 657 | 729 
| | 





01 Personal services: 
Sonn NINN 950 ess So Gaanmnanae $3, 830, 660 | $4, 380, 217 | 
Positions other than permanent... 7, 59 14, 303 | 
Regular pay above 52-week base 
Payment above basic rates 





Fe CE CPTI asi wisn sec ewiiemicneoccs oe 3, 865, 847 | 4, 412, 000 | | 4, 655, 000 
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Obligations by objects—Continued 





Object classification | 1955 actual | 1956 estimate | 1957 estimate 


| | 

» Travel 7 $192, O87 | 250, 000 | $300, 
OS Fie ee os 2 eo nae 4, 387 | 3, 000 3,5 
Ob. Coin ricneecwinsccsasunccedécemnawe 58, 780 61, 700 64, 
05 Rents and utility services 21, 730 21, 100 30.7 
06 Printing and reproduction. -_----.....-- cunahenicnted 47, 482 62, 000 | 64, 
07 Other contractual services. ive tidtizmts ottdias del 39, 509 24, 500 | 29, 

Services performed by other agenc ies a 2, 275 , 500 2, 

08 Supplies and materials 47, 889 , 700 | 3 
09 Equipment , 29, 928 , 000 50, 3 
13 Refunds, awards, and indemnities tthomicnnees 50 a 
15 Taxes and assessments ‘ ; ; 2, 915 | , 500 





Pore. 65s ck eweneduiis iecedGod dhauees z 4, 312, 879. , 903, 000 


Budget authorizations, expenditures and balances 


] 
| 1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 


ADORONINNRIR So ie oo in onaoe = $4, 318, 100 $4, 650, 000 | 5, 250, 000 
Proposed supplemental due to pay increases. ___- ascional 253, 000 |___. 
Obligated balance brought forward - -_----.------ ed 197, 271 334, 921 375, 000 


Total budget authorizations available ; 4, 515, 37 1 5, ), 237, 921 5, 625, 000 


EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations. - - -- ; , 000, 785 | 4, 312, 311 d , 269 
Out of anticipated supplemental appropriation. ees o_ 243, 269 , 731 
Out of prior authorizations ; 7, 304 | 304, 000 | , 000 
i 
TOthl GEORGIE... .nncccsccscccacenn snndeaiansan , 168, 089 j 4, 859, 580 5, 210, 000 
Balance no longer available: 
Unobligated (expiring for aneaeten.. 
Other - 7 4 
Obligated balance carried forward. dhe @ anitdmabheiob 334, 921 | 375, 000 


Total expenditures and balances es , 515, 371 | 5, 237, 921 





Mr. Tuomas. The committee will please come to order. We have 
with us this morning the Federal Power Commission. 

It is very nice to have with us again so many of our friends, your able 
Chairman, Mr. Kuykendall, Mr. Digby, Vice Chairman, Mr. Stueck, 
a Commissioner, Mr. Connole, a Commissioner, Mr. Domers, Execu- 
tive Director, Mr. Gatchell, General Counsel, Mr. Adams, Chief of 
the Bureau of Power, Mr. Farley, Chief of the Division of Licensed 
Projects, Bureau of Power, Mr. Gates, Chief of the Division of 
Accounts, Office of the Chief Accountant, Mr. Kallina, Chief, Bureau 
of Rates and Gas Certificates, Mr. Daley, Supervising General Engi- 
neer, Bureau of Rates and Gas Certificates, Mr. Lindsay, Director of 
Administration, and Mr. Cashell, Acting Chief, Division of Budget 
and Finance, Office of Administration. 

Have we overlooked anyone here? 

Mr. KuyKeNnbDALL. I believe not, Mr. Chairman. 

Mr. Tuomas. Do you, Mr. Chairman, or any of your fellow Com- 
missioners have a statement for us? If so, we would certainly be 
delighted to listen to you, and it is nice to see you all looking so well. 

Mr. Kuykenpauu. Mr. Chairman, I should mention, 5 believe, 
that this is the first meeting here that our newest Commissioner, 
Mr. Connole, has ever attended. 
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Mr. Tuomas. It is nice to see you, Commissioner Connole and 
nice to have you with us. 


Mr. Conno.e. It is a pleasure to be here. 






GENERAL STATEMENT 








Mr. Kuykenpba.u. I do have a written statement, Mr. Chairman. 
We appreciate your statement on how well we look, too. 

Mr. Chairman and members of the committee, this statement on 
behalf of the Federal Power Commission consists of a résumé of 
Commission responsibilities, a summary of our budgetary require- 
ments, a brief review of our major activities, and an explanation of 
certain problems directly related to our budget. 





LICENSING 





OF NON-FEDERAL HYDROELECTRIC PROJECTS 











The Federal Power Commission’s primary responsibilities are as 
follows: The licensing of non-Federal hydroelectric projects; the 
regulation of electric power moving in interstate commerce and the 
conduct of certain surveys of the entire electric-power industry; the 
regulation of interstate commerce in natural gas; and the investiga- 
tion and limited rate regulation of certain Federal hydroelectric 
projects. All of these responsibilities are, of course, vested in the 
Commission by law. 

First is the responsibility for which the Commission was originally 
established—the licensing of non-Federal hydroelectric projects. In 
doing what is required of us by part 1 of the Federal Power Act, we 
develop comprehensive plans for most effective use of the water re- 
sources of entire river basins. We investigate and study applications 
for preliminary permits and licenses for hydroelectric projects on 
streams over which Congress has jurisdiction, or on public lands, or 
for the utilization of surplus water from Government dams. 












STREAMS OVER WHICH THE COMMISION HAS 





JURISDICTION 








Mr. THomas. What is the definition of a stream that the Federal 
Power Commission has jurisdiction over? 

Does it have to have water in it for 12 months out of the year? 

Mr. GatcHELL. So far as I know, Mr. Chairman, it is those streams 
which are subject to the jurisdiction of Congress and that, of course, 
is where you run into your difficulty. 

For example, in Texas, the Brazos River is pretty low at times, yet 
it has been navigated up to old Washington, and there are many other 
streams of similar character that are historically navigable, and once 
found to be navigable, they come within that category. 

Mr. Tuomas. You pick out a very easy example. Let us go up to 
one of the New England States where you have a stream that is 
about 20 or 25 miles. long, and 6 inches deep in some months where 
you cannot even get a skiff up, much less a boat. What is the general 
yardstick of navigability with respect to those streams? 

Mr. Gatcuetu. The yardstick with respect to the navigability of 
those streams is if they have been used for navigation they are held 
to be legally navigable, and in New England we “have many streams 
which have been used for logging which have been held to be navigable 
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streams under the judicial interpretation of suitability for use for 
navigation. 

Mr. Tuomas. And it does not have to work both going upstream 
and downstream, but just downstream? 

Mr. GarcHELL. Just downstream; yes, sir. 

For example, the Desplaines River was found by the Supreme 
Court to be navigable. 

Mr. Tuomas. But the whole test is not just the navigability of 
the stream? 

Mr. GarcHeE.u. It is a useful highway for commerce. 

Mr. THomas. Suppose it is on Federal land? 

Mr. GatcuHey. Well, if it is on Federal land, if you are dealing 
with navigability, it is the same, whether it is on Federal land or 
whether it is located wholly within a State. 

Mr. Tuomas. Well, the Federal Power Commission’s jurisdiction 
is not solely included or encompassed in the question of navigability; 
is 1t? 

Mr. GarcueE Lu. No, sir; your Federal land jurisdiction is a pro- 
prietary jurisdiction which—— 

Mr. Tuomas. In effect, that has nothing to do with it? 

Mr. GatcuE.Lu. No, sir. 

Mr. Tuomas. So, when it is all said and done, then, the Commis- 
sion’s jurisdiction under the acts laid down by the Congress, is just 
about as broad as they want to use it, or to make it. When it comes 
to whether a stream is navigable or not, it is a question of whether 
it has water ip it 12 months out of the year? 

Mr. GarcHe.i. The Commission has taken the view that 63 percent 
of the cases brought before it under a declaration of intention were not 
subject to Fede ral jurisdiction, that they were nonnavigable streams 
and that the flow of the stream at that particular point would not be 
sufficient to affect the lower navigable capacity. In those cases 
where the Commission has disclaimed jurisdiction, the companies 
have gone ahead without Federal authorization, because no Federal 
license was required, because the streams were held to be nonnavigable 
in the Commission’s determination. 

Mr. THomas. Was not that more or less a decision of the Com- 
mission based upon engineering opinion rather than upon the question 
of nonnavigability? 

There was some doubt in the mind of the Commission as to whether 
there was enough water there to support a power tr and private 
industry disagreed about it and the Commission said, “Go ahead with 
your own project’’? 

Mr. GarcHe.i. But the basis has never been determined by the 
Commission on the basis of whether they could get electric power out 
of the stream. 

It has been on the basis of whether that particular section of the 
stream has ever supported commerce or whether it is necessary to 
maintain navigability at a lower point on the stream. 

Mr. Tuomas. How many streams did you declare in the fiscal year 
1955 to be navigable, and how many did you declare to be navigable 
in the fiscal year 1956? 

Mr. GatcuHeti. Well, Mr. Chairman, we have had very little 
activity in that respect in 1955. 
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Mr. Tuomas. I think it was only 1 or 2 in the year 1955, and maybe 
one in the first 6 months of 1956; was it not? 

Mr. GAaTcHELL. Yes, sir. There was a case that came into court in 
1955, which was decided by the Supreme Court as a matter of fact, 
just last spring. 

That was one involving the State of Oregon, where they objected 
to the Commission issuing a license for the Pelton project. That 
involved a stream crossing lands of the United States. It was treated 
throughout the court proceedings as a nonnavigable stream, did not 
come before the Commission on the point of navigability. 

I believe that Mr. Adams has some figures on this question. 

Mr. Apams. We had two cases which were acted upon in the fiscal 
year 1955. 

One of them was a case involving the Green Mountain Power Corp. 
for the Waterbury project on the Waterbury River in Vermont. This 
was a small 600-horsepower project. 

Another case involved the Central Maine Power Co., Bor Mills on 
the Saco River in York County. Again that was a very small project, 
and involved, 4,000 horsepower. Those were the only two cases in 
1955. 

Mr. Tuomas. Were they based upon the question of navigability? 

Mr. Apams. Yes; both were based on the question of navigability. 

Mr. Garcuett. The Waterbury project is located at the site of a 
Federal dam which has a large reservoir. 

Mr. Tuomas. Have you had any recent court tests of the decisions 
of the Commission in respect to navigability? 

Mr. Gatcue.i. Not for some years; no. 

Mr. Tuomas. What has been the result of the court tests which 
you have had? 

Mr. GaTcHELL. We have yet to lose a jurisdictional case. In all 
of the cases that we have had testing the Commission’s authority to 
require a license, the Commission has been sustained in all of them. 
I think this is due to the fact that the Commission has been so 
restrained in asserting jurisdiction in these cases. 

Mr. Tuomas. I wonder if at this point, you will insert in the record 
a list covering the last 10 or 15 years, a list of applications and the 
action taken on them, the denials and the grantings on the basis of 
navigability, not on the question of the Federal Act? 

Mr. GatcHeLu. That is, just on jurisdiction, Mr. Chairman? 

Mr. Tuomas. Yes, sir. 

Mr. GaTcHELL. Yes, sir; we shall be glad to insert such a statement 
in the record at this point, Mr. Chairman. 

Mr. Tuomas. Thank you very much. 

(The following statement was supplied for the record:) 
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Mr. THomas. Excuse me, Mr. Kuykendall. 

Mr. KuykKENDALL. We issue permits and licenses, and once we 
have issued them we administer them, making inspections to insure 
compliance with their provisions, collecting annual charges, and audit- 
ing the accounts of licensees to make certain that they are in accord- 
ance with the requirements of the law. 


REGULATION AND SURVEYS, ELECTRIC POWER INDUSTRY 


The second sphere of Commission responsibility is that imposed by 
parts Il and III of the Federal Power Act, which provide for the 
regulation of interstate commerce in electric power and for the gath- 
ering and analysis of data on the entire electric power industry. In 
carrying out our responsibilities under these parts of the act, we 
prescribe and enforce a uniform system of accounts to insure the 
integrity of records required for regulatory purposes. We investi- 
gate and pass upon rates, certain security issues, dispositions of 
property through purchases, mergers and consolidations, deprecia- 
tion practices, and other kinds of corporate action by electric power 
companies engaged in interstate commerce. We have to make studies 
of national and regional power requirements and supply and of the 
relationship between the two; and we have the duty to advise the 
Congress, other Federal agencies, and industry as to the results of 
these power requirement and supply studies, in order that they may 
have adequate information concerning electric power to plan effec- 
tively for national defense, for Federal power projects, and for indus- 
trial development. At the same time we must encourage most effec- 
tive utilization of available power through the interconnection and 
coordination of electric systems. Finally, we must gather and analyze 
a substantial amount of basic data concerning the electric power 
industry, which not only is essential to our regulatory functions, but 
also is information which must be made available to the Congress 
and others. 


REGULATION AND SURVEYS, NATURAL GAS INDUSTRY 


The third major responsibility of the Commission is the adminis- 
tration of the Natural Gas Act. This act provides for the regulation 
of natural gas companies engaged in the transportation and sale of 
natural gas in interstate commerce. Under the terms of the Natural 
Gas Act the Commission is required, with respect to facilities, com- 
panies or persons, and sales in interstate commerce, to regulate rates; 
certificate facilities and service; provide for and enforce a uniform 
system of accounts; and to perform certain other related functions. 


FEDERAL PROJECTS INVESTIGATION AND REGULATION 


Our fourth principal responsibility pertains to Federal river de- 
velopment projects. Under this responsibility are grouped those 
functions performed under authority of several Flood Control and 
River and Harbor Acts, the Bonneville Act, and certain provisions 
of the Federal Power Act. In compliance with these statutes, we 
participate in the development of Federal river basin plans; we assist 
in the development of project plans; we make formal reports on 
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projects submitted by other agencies; we make cost allocations for 
certain Federal projects; and we pass upon rates for electric power 
generated at certain Federal projects. 


SUMMARY OF BUDGET REQUEST 


So much for our responsibilities. May we turn now to our request 
for funds with which to do the work required of us. 

The total of our regular appropriation for the fiscal year 1956 and 
the supplemental appropriation required as a result of the Federal 
Employees Salary Increase Act of 1955 will be $4,903,000. Our 
estimates for fiscal year 1957, as set out in the President’s budget, 
total $5,250,000. ‘This is an increase of $347,000, or about 7.7 percent 
over 1956. 

It should be clearly understood that in large measure the Commis- 
sion cannot control the amount of work it has to do. If otherwise 
proper, applications for licenses, permits, or certificates of public con- 
venience and necessity which are filed must be accepted and acted 
upon. If increased rates are filed and we determine that they may not 
be just and reasonable, we must suspend and investigate them. If 
parties intervene, we must hear and take into account their conten- 
tions, and the cases become more complex and time consuming. The 
volume of work is rising in each of our functions as is illustrated by the 
sharp increase in court cases. There are now in the courts three 
times as many appeals from Commission decisions as there were at a 
comparable time 5 years ago. The number of court cases in progress 
during the first half of 1955 was almost doubled during the second half 
of the year, increasing from 36 to 64. 


LICENSING OF NON-FEDERAL HYDROELECTRIC PROJECTS 


For licensing of non-Federal hydroelectric projects the Commission 
requests $1,087,581, or about 20.7 percent of the total in its budget. 
This is $31,995, or about 2 percent, below the amount allowed for 
fiscal year 1956. 

In the budget submitted a year ago the Commission proposed to 
accelerate during fiscal years 1956 and 1957 the processing of applica- 
tions for permits and licenses, in order that by the end of 1957 the 
backlogs might be reduced to a reasonable level of work in progress. 
The Congress appropriated additional funds to be used for this pur- 
pose during fiscal year 1956, and we are now making maximum use 
of those funds. Moreover, an unanticipated congressional limitation 
on the amount of money which could be used for certain other activities 
necessitated a realinement of our program. Asa result, it was possible 
to apply more money to the licensing function. We now estimate that 
the backlog will have been reduced from 111 applications on hand at 
the beginning of the current fiscal year to about 62 at the end of the 
fiscal year. Even though we would have about 18 percent less man- 
power for processing license applications during 1957 than is available 
during 1956, we expect that our pending cases will be reduced to 
approximately 33 applications by June 30, 1957. 

Because of manpower and budgetary considerations in recent 
years, we have not been able to give proper attention to the serious 
and ever growing workload in accounting work required by the 
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Federal Power Act and by conditions set forth in licenses. As a 
result, the accumulated workload of licensed project accounting had 
crown to some 445 man-years’ of work as of June 30, 1955. The 
accounting phase in licensed projects involves determinations of initial 
costs and initial accrued depreciations; determinations of costs of net 
additions; determinations of adequacy of project amortization reserves; 
and other related accounting matters. 

The following illustrations show the importance of this phase of 
the Commission’s work: 

1. We know from experience that not infrequently erroneous entries 
in plant accounts have been made, resulting in excessive recorded 
costs. Since determination of the cost of plant is a prerequisite to 
the establishment of a rate base, erroneous computation of that cost 
leads directly to excessive rates. 

The value of outstanding securities can be seriously affected if 
surplus accounts are overstated ; thus, the importance of examinations 
to determine whether there have been appropriate reservations of 
earnings for project amortization reserves is apparent. 

The bac klog in licensed project accounting work is a matter of grave 
concern to the Commission and we are therefore requesting an in- 
crease of about $100,000 for this work in order to make a start toward 
reducing the backlog. 

For ‘Regulation and surveys, electric power industry” the Commis- 
sion requests $954,474, or about 18 percent of its total budget. This 
is $11,545, or about 1.2 percent, above the amount available for fiscal 
vear 1956. We anticipate no appreciable change in the volume or 
difficulty of this work. 


REGULATION AND SURVEYS, NATURAL GAS INDUSTRY 


For ‘Regulation and surveys, natural gas industry” the Commission 
is asking for $2,397,904, or about 45.7 percent of the total budget 
estimate of $5,250,000. This is $214,463, or approximately 9.8 percent 
over the amount for the current fiscal year. The increase is for two 
activities, the issuance of certificates of public convenience and neces- 
sity and rate regulation. 

The Commission had pending 337 certificate applications from 
pipeline companies at the end of the fiscal year 1955 and this backlog 
is expected to reach 387 by the end of the current fiscal year. The 
additional funds requested for fiscal year 1957 are to enable the Com- 
mission to do an adequate job of analysis of the applications while at 
the same time preventing a further increase in the backlog. 

The Commission expects to receive about 1,000 applic ations from 
independent producers for certificates covering new service in each of 
the fiscal years 1956 and 1957. The existing staff can handle these new 
applications as well as some 4,000 grandfather certificate applications 
now on hand. 

The Commission continues to have a large backlog of pipeline rate 
cases, even though we have taken effective measures to accelerate 
their processing and disposition. Pipeline rate cases are becoming 
more complex and protracted. The increasing numbers of intervenors 
in these cases has the direct result of extending the hearings and 
proceedings before the Commission. One of the cases currently in 
hearing has 87 intervenors. The rights of intervenors cannot be 
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summarily dealt with. They must be afforded the right to cross- 
examine witnesses and to present such evidence as may be pertinent 
to the issues involved. Our staff is at all times endeavoring, by con- 
ferences and other means, to shorten the hearing time whenever 
possible. 

There are currently 35 pipeline rate suspensions before the Com- 
mission. Of this number, 17 are in various stages of bearing, and of 
the remaining 18 cases, 12 depend in whole or in part on the disposi- 
tion of 2 cases now in hearing. 

We are not so well off with respect to rate proceedings involving 
independent producers: 90 such cases were pending at the beginning 
of the fiscal year 1956 and we estimate that 90 more procee dings will 
be instituted during each of the fiscal years 1956 and 1957. The 
Commission has had little experience upon which to base these 
estimates and the actual number may be substantially higher or lower. 
Similarly, we have had little experience upon which to base an esti- 
mate of the elapsed time or man-years required to complete an 
independent producer rate case. 

Mr. Yates. Have there been any independent producer rate cases 
decided by the Commission? 

Mr. KuyKkenpbatu. No. 

Mr. Yates. Have there been any cases of that type? 

Mr. Kuykenpba.u. Independent producers? 

Mr. Yates. You mentioned that fact in your statement and | 
wondered whether or not the Commission had ever done it. 

Mr. KuykEeNnpDALL. No, we have had the cases of regular pipelines. 

Mr. Yares. Pipelines? 

Mr. KuykENnDALL. Yes, pipelines, and some of those pipelines 
have produced gas also, but we have not yet made a final Commission 
determination of a suspended rate increase of an independent producer. 
We have, I believe, at the moment two cases which have been decided 
by examiners in which exceptions will be filed, which will be shortly 
before the Commission, and we have several others where the hearings 
have been completed on about 8 or 10 of them. So I believe our esti- 
mate about completing 18 of these during this fiscal year is one that 
we will make. 

Mr. Yates. Thank you, Mr. Kuykendall. 

Mr. KuykENDALL. We are hoping, however, to complete at least 
18 in the current fiscal year. 

On the basis of these estimates we will have a backlog of approxi- 
mately 160 cases at the beginning of fiscal year 1957. The requested 
increase in our appropriation for fiscal year 1957 would permit us to 
dispose of an estimated 28 cases, leaving a backlog of 213 cases at the 
end of that year. 


FEDERAL PROJECTS INVESTIGATION AND REGULATION 


For ‘Federal projects investigation and regulation’’ the Commission 
requests $309,996, or approximately 5.9 percent, of the total estimate 
for fiscal year 1957. This amount is about $108,000, or 53 percent, 
above the amount allowed for fiscal year 1956. 

As you know, the Appropriation Act for 1956 specified that the 
Commission could not expend more than $200,000 for investigations 
relating to Federal river-development projects. This was approxi- 
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mately one-third less than the amounts we spent in fiscal year 1955 and 
requested in our 1956 budget. Asa result, we have not been able to 
carry out fully our responsibilities under the laws governing Federal 
projec ts. 

Our regional engineers have in some cases had to curtail, and in 
others had to forego entirely, participation with the Corps of Engi- 
neers and the Bureau of Reclamation in the.conduct of Federal project 
investigations and studies. This means that when the agencies come 
io the definite project stage of their work, the Commission may have to 
recommend costly changes in their plans to insure most effective 
utilization of the power potentials of river basins. The Commis- 
sion’s experience under similar circumstances during the late 1930's 
substantiates this expectation. Furthermore, we shall lose the sub- 
stantial benefits which participation in the interagency basin surveys 
brings to our non-Federal hydroelectric project licensing work. 

The limitation also may delay the Corps of Engineers’ submission 
to the Congress of those definite project reports on which the Com- 
mission, by law, must make recommendations. Congressional 
authorizations of important projects may thus be slowed down. This 
possibility is of immediate concern in relation to the Corps of Engi- 
neers’ program to control the New England rivers subject to recurring 
floods. 

As another effect, the limitation will not permit us to keep abreast 
of the project construction programs of the Federal agencies, which 
in turn could lead to the construction of reservoir projects which do not 
adequately provide for the economic development of the power 
potential. This inadequate power planning could thus jeopardize 
both the economic feasibility of specific projects, and the most effective 
ultimate development and utilization of basin water resources for 
power and other purposes. 

In operating under the limitation we have had to curtail severely 
our consultative work with other Federal agencies. For example, 
we have not been able to review and comment on the watershed work 
plan reports of the Department of Agriculture, nor have we been able 
to fulfill a request by the Southeastern Power Administration for 
assistance in marketing studies for power from existing and proposed 
Corps of Engineers’ projects in its area. 

We therefore request that the limitation be removed so that the 
Commission can adequately carry out its responsibilities under the 
laws governing Federal projects. 

I also want to extend this recommendation to other limitations in 
our current appropriation. These apply to surveys and studies and 
the gathering and analysis of basic data in the electric power and 
natural gas industries; the issuance of publications and maps; and 
furnishing assistance and information. These activities are SO ¢ ‘losely 
related, as to be almost inseparable from the Commission’s regulatory, 
licensing, and investigational work. The funds available for these 
purposes in fiscal year 1956 are about 30 percent less than we had esti- 
mated as necessary. 

Furthermore, the Commission is required by section 311 of the 
Federal Power Act to secure and keep current information on the 
electric power industry. By and large, publication of that informa- 
tion is only incidental to the Commission’s primary need. Although 
appropriate charges are made to recoup the costs of publication, such 
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collections are deposited in miscellaneous receipts of the United 
States Treasury and are not available to the Commission. Regardless 
of whether this information is published, it is a necessary element in 
the proper administration of our functions. 

That concludes my general statement. We are now at your dis- 
posal to answer questions you may have. 

Mr. Tuomas. Mr. Chairman, that was a very nice statement. 


WORKLOAD OF COMMISSION 


It seems that the workload of the Commission is certainly increasing 
almost daily and the committee wants to cooperate 100 percent with 
the Commission to ease its pains wherever we can and we are anxious 
for you to keep up with your current work and the pressing part of 
your activities. 

This budget is a very nice one. It has a lot of meat in it. 


SUMMARY AND HIGHLIGHTS OF 1957 BUDGET 


Mr. Reporter, insert at this point in the record pages 4, 5, and 6 of 
the justifications. 
(The matter referred to is as follows:) 


FEDERAL PowrER CoOMMISSION—SUMMARY AND HIGHLIGHT STATEMENT 


The 1957 estimate for “Salaries and expenses, Federal Power Commission,’’ 
the Commission’s only annual specific appropriation items, totals $5,250,000 
or an increase of $347,000 over the $4,903,000 appropriated for 1956 (including 
supplemental). In preparing the estimates the Commission has given careful 
consideration to announced budget policies. 

Although the 1956 appropriation was in the full amount requested by the 
Commission, the Congress established fund limitations on activities which were 
not well-defined in the bill or conference report. Based upon discussions during 
the 1956 committee hearings the general intent of the Congress is believed to 
be understood and is reflected in the estimates to the maximum extent consistent 
with a balanced program. The proposed appropriation language omits the 
limitations statement which was contained in the 1956 appropriation bill. 

Under the major activity heading ‘‘Licensing of non-Federal hydroelectric 
projects,” it is planned that the total work program will be somewhat below the 
1956 level. Within this activity less manpower is to be devoted to the investiga- 
tion and processing of licenses, and greater emphasis is to be placed upon licensed 
project accounting work in order to commence the reduction of mounting backlogs 
in determinations of additions and depreciation reserves and determinations of 
amortization reserves. Although the request of $1,087,581 represents a net 
decrease of $21,995, small increases are provided in travel funds to permit more 
adequate coverage of the large geographical areas assigned to each of the five 
regional offices, and in other objects of expenditure for which Commission costs 
as a whole are distributed among the major activities. 

For the major activity ‘“‘Regulation and surveys, electric power industry,’ 
funds amounting to $954,474 are requested, representing an increase of $11,545. 
The program will continue at approximately the fiscal year 1956 level. 

“Regulation and surveys, natural gas industry’ is estimated to require 
$2,397,904 for fiscal year 1957, or an increase of $214,463 over fiscal year 1956. 
This increase reflects the very substantial workload increase which resulted from 
the expansion in jurisdiction of the Commission through the Supreme Court 
decision in the Phillips case. Although the Hinshaw amendment served to 
remove some natural gas companies from the Commission’s jurisdiction and will 
permit some shifting of staff between the natural gas pipeline company and 
independent producer workloads, the volume of certificate applications, rate 
cases, rate filings, and related work necessitates some increase in staff. 

The request of $309,996 for ‘‘Federal projects investigation and regulation’’ 
represents an increase of $108,312 over fiscal year 1956. The Federal Power 
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Commission’s participation in Federal projects was seriously curtailed during 
fiscal year 1956 due to the limitation contained in the appropriation act and 
made it impossible for the Commission to adequately carry out its duties under 
the Flood Control and River and Harbor Acts. Provision of the amount requested 
will permit resumption of this activity at about the level which had been attained 
in fiseal year 1955. 

Despite the heavy workload before the Commission, with its resultant effect 
on administrative activities, the costs of administration in relation to total 
Commission costs are gradually decreasing. 

Detailed descriptions of the Commission’s functions and workload data in 
justification of the amounts requested for fiscal year 1957 begin on page 12 


Mr. Tuomas. That is the narrative part of the justifications, and 
some of it is worth reading out loud. 
You are asking for a deficiency of $250,000 to meet your pay 
increase. , 
EFFECT OF LIMITATIONS IN 1956 BILL 


The committee last year put 2 or 3 limitations on you and we will 
vo into those specifically on the use of funds with the idea of cutting 
down on the pressing backlogs that are aggravating to the Commis- 
sion, and, certainly, to the man who is waiting for a certificate before 
he can get into business, or out of business, whatever way you want 
to put it. 

I note with much interest your language on page 4 which reads as 
follows: 

Although the 1956 appropriation was in the full amount requested by the Com- 
mission, the Congress established fund limitations on activities which were not 
well defined in the bill or conference report. Based upon discussions during the 
1956 committee hearings, the general intent of the Congress is believed to be 
understood— 


I presume by the Commission. 

Mr. KuykENDALL. Yes. 

Mr. Tuomas. There was not much doubt about a perfect under- 
standing, was there, Mr. Commissioner? 

Mr. KuykKENDALL. No. 

Mr. Tuomas (reading): 


and is reflected in the estimates to the maximum extent consistent with a balanced 
program, 

What do those words, ‘‘consistent with a balanced program’’ mean? 

Do they mean that the limitations and the intent of the Congress 
were not carried out? 

Mr. Domers. No, sir; they were carried out completely, Mr. 
Chairman. 

Mr. Tuomas (reading): 

The proposed appropriation language omits the limitations statement which 
was contained in the 1956 appropriation bill. 

We will check that in a minute and see if we are all in perfect 
agreement on that point about the limitations being carried out. 

The activities of the Commission, however, can be broken down 
into five big categories: Licensing of non-Federal hydroelectric proj- 
ects; regulation and surveys, electric power industry; regulation and 
surveys, national gas industry; investigations relating to Federal 
river development projects. 

Three or four years ago, if my memory serves me correctly, we used 
to carry that as an entirely separate and distinct appropriation and 
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the Commission got around to the point of view that it could be con- 
solidated. There are your four big activities. 

Then, of course, you have the International Joint Commission 
which is set up here separately, and your administration which is 
treated separately. 


LIMITATION ON ELECTRIC POWER STUDIES 


Let us turn to the committee print. 

Here is the limitation: 

Provided, That of this appropriation not to exceed $600,000 shall be available for 
surveys and studies (including publications and maps) relating to the electric 
power industry and for furnishing assistance and information relating to regulation 
and surveys thereof; 

There is not any current, pressing backlog of work, is there? I mean 
current and pressing in the sense that you ‘have to continue this work 
before an applicant can get a certificate of convenience and necessity, 
or whatever you want to call it, before he can go into business, is 
there? 

Mr. Kuykenpbautu. Mr. Adams? 

Mr. Apams. That main group is broken down into several subitems, 
Mr. Thomas. 

Mr. Tuomas. Not one of them included in there had any bearing 
on that pressing application of Mr. X who is trying to get a certificate 
to go into business? 

Mr. Apams. Yes, I think so. 

Mr. Tuomas. Probably the map and some of the other studies 
have a direct bearing on his day-to-day application. 

Mr. Apams. The basic data and power supply and requirements 
studies, and to some extent electric-system maps, not necessarily the 
publication of maps but the preparation of basic maps are required 
in the processing of applications and in the licensing of hydro projects. 

Mr. Tuomas. Are you not stretching your imagination? I under- 
stand you have to have imagination in almost any line of work in 
order to do a good job, and certainly you do an excellent job. Your 
imagination is excellent too; is it not? 

Mr. Apams. We try to be broadminded in carrying out our work. 

Mr. Tuomas. You are succeeding in that last statement you made. 
I say that in a spirit of admiration without too much criticism, Mr. 
Adams, but if you can tell me how the publishing of a map that may be 
500 miles away from the territory that Mr. X seeks to get a certificate 
on, has any connection with his getting a certificate, | wish you would. 

If Mr. X lives in A County of the State of Massachusetts, say, and 
your study of this particular map where your activity is in Arkansas, 
Texas, or Louisiana, if you can show me the connection between the 
two, the connection between issuing this certificate to this gentleman 
who is waiting, I would like to have you do it right quick. 

Mr. Apams. May I discuss that for a moment, Mr. Chairman? 

Mr. Tuomas. You do not have to be so speedy with it. You can 
take longer if you want to. 

Mr. Apams. The only map that the Commission prepares is a set 
of regional maps which, in the aggregate, constitute a United States 
map. Those regional maps are drawn in basic black and white print- 
ing that we consider nery necessary for carrying on the Commission’s 
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regulatory work as well as supplying the needs of the Department of 
Defenne and other Government agencies who constantly call on us 
for them. 

Mr. Tuomas. What has that got to do with this gentleman up here 
in X State, who is seeking that ce rtificate that he i is waiting on, when 
there is a backlog of a year and a half or 2 years? 

Mr. Apams. Those maps are needed in connection with our licensing 
work. We have to examine every project to determine which lines 
in the application must be included as part of the project. In order 
to make that determination, we must know what the existing facilities 
are in the area. 

Mr. Tuomas. The map which you made in 1955 is not so much out 
of date that it would not give you that information; is it? 

Mr. Apams. The maps are brought up to date once a year, or we 
must have them brought up to date if we are going to make a deter- 
mination and recommendation to the Commission of what the actual 
conditions are. 

I do not believe that it would be proper or appropriate for us to make 
a recommendation on the basis of data that was no longer up to date. 

Mr. THomas. Even if this particular area where the man lives who 
is trying to get his license is not involved in your changes on your map 
whatsoever? 

Mr. Apams. We do not know where those applications are coming 
from. They may come from anywhere, from any State. 

Mr. KuyKENDALL. Mr. Thomas asked if an applicant for a license 
in the State of Massachusetts would be concerned with what a map 

said about something in Texas. I think his point is that, if vou are 
granting a license for an area in a certain river basin, you should have 
all of the information pertaining to that basin. 

Mr. Apams. That is right. 

Mr. Kuykenpatu. And not necessarily information on another 
basin. 

Mr. Apams. Yes, sir; that is correct. 

Mr. Tuomas. How many people do you have engaged on that work 
as of today? 

Mr. Apams. The Bureau of Power, which is the Commission’s 
Bureau which is responsible for making those maps, has allotted to 
them, for the fiscal year 1956, 3.5 man-vears of time. Now, that is 
not specific individuals on a full-time basis, but it is made up of 
people in 5 regional offices, and 1 person located here in Washington 
who coordinates the work sent in to see that it is on a uniform basis, 
and that it is in condition to be reproduced here by our duplicating 
section. 

Mr. Tuomas. All of this work is done in your regional offices; 
is it not? 

Mr. Apams. The bulk of the map work is done in the regional 
offices, ves. 

Mr. Tuomas. How many people did you have transferred out of 
your regional offices altogether last year to do work toward catching 
up with this bac ‘klog in electric-power field, and in the gas field? I 
went to a good many of your offices and I found that the number of 
people you transferred out of there was exactly zero. Is my under- 
standing of that correct or wrong? 
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Mr. Apams. We did not consider it necessary to transfer people 
out of the field offices in order to accomplish this. A good deal of the 
work that we have to do in connection with processing license applica- 
tions is in the field. We have a unit in W ashington known as the 
Division of Licensed Projects which processes applications based on 
information filed by the applicant which is referred to the field for 
investigation. 

We have increased the San Francisco staff where the bulk of that 
work is handled. 

We have added about 6 positions to that office in the last 6 months. 
Three have been by transfer from other offices. 

Mr. Tuomas. That is by virtue of the recent regrettable flood that 
you have had out there? 

Mr. Apams. No, sir; it was done in order to expedite the work of 
the licensing of cases handled by the San Francisco office. 


LIMITATION ON NATURAL GAS STUDIES 


Mr. Tuomas. Let us see about your other limitation— 


not to exceed $100,000 shall be available for surveys and studies (including 
publications and maps) relating to the natural gas industry and for furnishing 
assistance and information relating to regulation and surveys thereof. 


Did you live up to that limitation? 

Mr. Domers. Yes, sir, we did. The excess over $100,000 was 
transferred to the function of rate filings under “Regulations and 
surveys, natural gas industry,” so that our activity in that field was 
increased. 

Mr. Tuomas. What about, “and not to exceed $200,000 shall be 
available for investigations relating to Federal river-development 
projects’’? 

What about that? 

Mr. Domers. There all of the excess over $200,000 was transferred 
and put into the processing of non-Federal hydroelectric project 
applications for non-Federal hydroelee ‘tric projects. 

We increased that activity by $151,000. 

Mr. Tuomas. With all of this activity in this limitation money, 
where was it spent, in the field or in the district? 

Mr. Domers. Both in the district and the field. 

Mr. THomas. What percentage of it was spent in the district? 

Mr. Domers. Of the funds for processing applications? 

Mr. Tuomas. Yes. 

Mr. Domers. I do not know whether I could answer that or not. 
Can you, Mr. Adams? How is that divided? 

Mr. Apams. I do not have the figures on that handy. The split 
between our regular work in the field and Washington is about 60 
percent field and 40 percent Washington. 

Mr. THomas. Did you put on any extra people in the headquarters 
office with reference to either the backlog of cases or licensing? 

Mr. Apams. I am speaking of licensing. We transferred people 
from the Federal river-development projects and electrical engineering 
staff into licensing work in Washington, and in the field we shifted 
employees from those categories into the licensing work in order to 
keep up with the additional workload. 

Mr. Yates. What do you mean by licensing work? 
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Mr. Apams. Applications for non-Federal hydroelectric projects. 

Mr. Domers. There is no gas work in our regional offices. 

Mr. Yates. All the gas work is done in Washington? 

Mr. Domers. Yes, sir, but our field staff that does the work travels 
out of Washington because they must go to the various home offices 
of the pipeline companies and independent producers. 


JUSTIFICATION BY ORJECTS 


Mr. Tuomas. Mr. Reporter, insert pages 125, 126, 127, 128, 
and 130 into the record at this point. 
(The matter referred to is as follows): 


JUSTIFICATION BY OBJECTS 
PERSONAL SERVICES 


Detailed justifications for the object ‘‘Personal services’’ are contained in the 
preceding sections covering justifications by activities. 

Personal services costs account for 88.7 percent of the total obligations estimated 
for 1957. The total personal services estimate of $4,655,000, is $243,000 greater 
than the amount appropriated for fiscal year 1956, and will permit an increase of 
approximately 37 in the number of permanent positions financed, to vield a net 
increase of approximately 36 man-years. The additional permanent positions are 
in the three operating bureaus and offices and none are provided for the adminis- 
trative elements of the agency. 

Lapses are estimated at 3 percent for existing positions and up to 10 percent for 
new positions, reflecting experience of the past year. The amount estimated for 
lapses is sufficient to cover within-grade promotions and lump-sum leave payment 
for which no separate provision is made. 

The average grade does not increase from 1956 to 1957, but remains at GS—8.6 
The average salary increases by $56 per annum, which is somewhat less than would 
be expected for within-grade promotions alone. 


TRAVEL 


The requested increase of $50,000 over the amount allotted for travel in the 
current fiscal year ($250,000) will provide for the travel of 13 additional staff 
members on licensed project accounting work ($21,889), and for the travel of 12 
additional staff members on natural gas rate regulation ($21,461). Discharg: 
of these responsibilities requires at the site field examinations of companies’ 
books, supporting records, and facilities which are undertaken by a staff of 
tors, accountants, and engineers who are in virtually continuous travel status. 

In order to hold obligations for travel to the minimum the Commission has 
continued a conservative per diem policy. The maximum permissible rate of 
$12 per day is allowed for only the first 20 days at any temporary duty station, 
after which the rate is reduced to $6 per day for the duration of the particular field 
assignment. This operates to reduce the average per diem allowance to a point 
consistent with the exercise of prudence and economy on extended travel. 

The remaining increase of $6,500, is required primarily for additional travel of 
the Commissioners and for more adequate coverage of the large geographical 
areas served by the five regional offices. 


aide 
audi 


TRANSPORTATION OF THINGS 


The 1957 estimate of $3,500 represents an increase of $500 over fiscal vear 1956 
funds available for this purpose. The increase is necessary due to normal increases 
in shipments of essential materials and equipment between field jobs and Federa! 
Power Commission offices as a result of increased workload, increased staff and 
increased travel. 

COMMUNICATION SERVICES 


The 1957 estimate of $64,000 represents an increase of $2,300 over fiscal vear 
1956 funds available for this purpose. The increase is necessary for TWX and 
telephone service at the Washington headquarters and five regional offices, cost 
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of postage used for other than parcel post, payment to the Post Office Department 
for penalty matter used and certain registry fees, and the cost of operating one 
postage meter. 

RENTS AND UTILITY SERVICES 


The 1957 estimate of $30,700 represents an increase of $9,600 over fiscal year 
1956 funds available for this purpose. The increase is necessary (1) to provide 
$800 for rental of space for a communications center at the Agency relocation 
site; (2) $4,800 for rental of Xerox equipment already installed which will speed 
up delivery of duplicated material, reduce backlogs of work and in time reduce 
cost of material produced by eliminating, in large measure, the slower and more 
costly photographing of material for metal plate preparation; (3) $4,000 is required 
for rental of a model 407 IBM accounting machine to replace the IBM model 405 
in use for the past 14 vears. The model 407 is equipped with 120 alphabetical 
positions compared with 43 positions on the model 405. The 407 is correspond- 
ingly faster and will eliminate many operations now required with existing equip- 
ment. (Monthly rental of the model 405 is $400 per month compared with $800 
per month for the model 407). 


PRINTING AND REPRODUCTION 


The 1957 estimate of $64,000 represents an increase of $2,000 over fiscal year 
1956 funds available for this purpose. The increase is necessary (1) to provide 
$500 for the cost of binding volumes of periodicals, law cases, legislative histories 
and similar matter and rebinding of some volumes due to constant usage; (2) $1,500 
is required to partially cover new editions of the Uniform System of Accounts of 
Electric Utilities and Licensees in order that accounting methods will be in har- 
mony with accounting procedures adopted by NARUC, 


OTHER CONTRACTUAL SERVICES 


The 1957 estimate of $29,000 represents an increase of $4,500 over fiscal year 
1956 funds available for this purpose. The increase is necessary to cover (1) the 
increased cost of the Federal employee insurance program, estimated to be 
$2,500; (2) additional security investigations which will approximate $1,000; 


(3) increases in advertising rates, which require an additional $500 and (4) equip- 
ment repairs which will require an additional $500 because of extreme age of 
existing equipment. . 

SUPPLIES AND MATERIALS 


The 1957 estimate of $47,000 represents an increase of $2,300 over fiscal year 
1956 funds available for this purpose. The increase is necessary for additional 
supplies for the duplicating plant due to increased workload and expendable 
supplies for the increased staff. 

EQUIPMENT 


The 1957 estimate of $50,300 represents an increase of $33,300 over fiscal year 
1956 funds available for this purpose. The increase is necessary for the following 
items: 

(a) Purchase of 1 replacement motor vehicle at $1,400 for field office use at a 
location not under the GSA pooling system, and | truck replacement at $1,600 
for use at this headquarters. The passenger vehicle and truck have well exceeded 
the GSA replacement standards of 6 years or 60,000 miles, in both respects and 
have reached the stage where continued repair is uneconomical. 

(b) Purchase of a paper cutter (replacement) at $5,700 and copying machines 
at $900. The present cutter was purchased in 1939 and has exceeded the normal 
replacement life recommended by the Joint Committee on Printing. Excessive 
costs are being experienced in procurement of certain paper items due to the lack 
of adequate cutting facilities. The copying machines will ease the typist shortage 
by eliminating the manual typing of copies when only a few are required. 

‘(c) Purchase of adding machines, calculators and typewriters (all replacements) 
at a total cost of $12,200. This abnormal requirement results from the fact that 
52 percent of the Commission’s typewriters, adding machines and calculators 
range from 12 to 25 years of age, a large percentage of which are in poor repair. 
Less than one-eighth of the equipment which has passed the maximum economical 
retention age is proposed to be replaced in fiscal year 1957. 
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(d) Purchase of desks, chairs, tables, filing cabinets and related office furniture 
in an aggregate amount of $5,000, to accommodate the increased staff being 
requested and for the replacement of furniture now beyond the stage of economical 
repair. 

(e) Purchase of a minimum acceptable type of furniture for the main hearing 
room and for a conference room for the hearing examiners, which will cost a 
minimum of $2,800. While the furniture to be purchased for the main hearing 
room will be substantially below the quality of furnishings generally found ir 
such rooms in other regulatory agencies, it will add a note of “respectability” 
long missing in the miscellaneous assortment of aged, straight-back and folding 
chairs in use. 

(f) Purchase of shelving and filing cabinets in an aggregate amount of $3,700 
is necessary for the central files, due to the pyramiding volumes of applications 
and filings received in the Commission. Despite the transfer of closed cases to 
the Federal Records Centers as rapidly as possible, existing equipment is packed 
so tightly as to make filing operations far too difficult and time consuming, and 
a substantial volume of material is being maintained in loose vertical stacks 
and in cardboard boxes, 


Mr. Tuomas. Those deal with personal services and other objects. 

Before I go any further, will you insert the table on page 2 in the 
record, and also page 11. 

rT’ . 

(The matter referred to is as follows:) 


Comparative summary of appropriations and appropriation estimates 


| Increase (+ 

Appropria- or decrease 

. re | s appropria- am 

Bureau or Subdivision | tions for gamely sheng (—), 1957 
OKR tions for 

1956 1957 estimates 

_ over 1056 


Estimate of 


GENERAL AND SPECIAL ACCOUNTS 


Annual appropriations 
Salaries and expenses... ...........-..-- . $4, 650, 000 5 +-$600, 000 
Proposed supplemental due to pay increase _ --- 253, 000 253, 000 
Permanent appropriations: 
Payments to States under Federal Power Act- . 36, 682 


Total, general and special accounts, Federal Power 
CRN vicstacdchanweedinen a 


4, 939, 682 
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PERSONAL SERVICES 


Mr. Tuomas. This shows an increase of $349,745 against last vear, 
which was $4,939,682, and that includes a supplemental of $250,000 
due to the pay increase. 

You state on page 125 that there is an increase of 37 in jobs, and 
yet in the table on page 2, I find 31.3 man-yvears. That should be 
34 or 35 jobs. Which is the correct figure? In other words, for 
1955, you had 641 man-years; for 1956, 699.2 man-years, and for 
1957, you are requesting 730.5 man-years, which is an increase of 
31.3. Over here toward the back end of the book you refer to 37 
permanent positions, but you show a net increase of approximately 
36 man-years. There is just a little discrepancy there of 2 or 3. 

Mr. Domers. Do you know where that 36 man-years came from? 

Mr. Linpsay. No, sir; I do not. 

Mr. Domers. That is obviously an error. 

Mr. Tuomas. I certainly want to commend you on your other 
objects compared with your salary cost. If I remember correctly, 
it is 11.3 percent, is that correct? 

I have it written down someplace. It is 11.3 percent against your 
personnel. 

Mr. Linpsay. It is 88.7 on personal services. 

Mr. Domers. That would be 11 plus percent; that is correct, on 
other objects. 

TRAVEL 


Mr. Tuomas. You have a high figure on travel. You have an 
increase from $250,000 to $300,000. Heretofore we always figured 
this travel money was spent in the field. How much of it is spent in 
the field and how much of it is spent in the District? 

Mr. Domers. I would say that 90 percent of it is spent in the field. 

Mr. Tuomas. Ninety percent of it is spent in the field? 

Mr. Domers. Yes, sir. 

Mr. Tuomas. My information is that it is just the other way 
around, that 80 percent is spent in the District and 20 percent is 
spent in the field. 

Mr. KuypENDALL. You mean travel from the District; is that it? 

Mr. Tuomas. Yes. 

Mr. Domers. Of the travel money which is spent in connection with 
gas work, all is worked out of Washington, since they do not do that 
work out of the regional offices. 

Mr. Tuomas. That is hardly accurate because you have been fooling 
with these independent gas men for about 12 to 15 months and your 
figures have not gone down much on travel over the last 5 or 6 years. 

Mr. Domers. We have always had the pipelines and the pipeline 
companies. 

Mr. Tuomas. How do you justify your figure of 90 percent spent 
in the field? 

What do you mean by that? 

Mr. Domerrs. Well, I am counting all of our gas work which is 
done in the field as fieldwork. 

Mr. Tuomas. Your field offices do not spend that much money? 

Mr. Domers. No, sir, our field offices do not spend that much money. 
They get their money for travel from the electric work. 
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Mr. Tuomas. Where is that traveling done? If there is no gas 
work done in the field, and it is done in the district, 90 percent of your 
travel is done out of the District of Columbia; is it not? 

Mr. Domers. That is right. 

Mr. Tuomas. That is just the opposite of what you said. 

Mr. Domers. Yes, but I was considering the work done in gas 
regulation as being field work. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. KvyYKENDALL, Just what you said reminds me of this, al- 
though I do not know whether it is too closely related to it. 

Before it is forgotten, I want to tell the committee that we have 
had considerable requests for, and have been considering the possi- 
bility of putting an office in Portland, Oreg. Our San Francisco 
office is headquarters for that region. I do not say that we will do 
it but we have been studying the idea, and the idea is not wholly 
without merit. Most of the big projects are in the Pacific Northwest. 
We are not asking for any appropriation for that purpose at this time, 
but I just wanted the committee to know that we have been consider- 
ing the matter. 

COMMUNICATION SERVICES 


Mr. Tuomas. What about some of these other objects here? 
You have communications services, $64,000. You have a little 
increase in that. 

You have rents and utilities, $30,700. For printing and reproduc- 
tion you have another $64,000 and you come down here to equipment, 
$50,000, and other contractual services, $29,000. 

I look through communication services, and it says: 

The increase is necessary for TWX and telephone service at the Washington 
headquarters, and five regional offices. 

Where are they located? 

Mr. Domers. New York, Atlanta, Fort Worth, Chicago, and San 
Francisco. 

Mr. Tuomas. What is the total number of personnel in your 
regional offices? 

Mr. Linpsay. One hundred and ten. 


REGIONAL OFFICES 


Mr. Tuomas. At this point insert in the record the location of 
your five regional offices and the personnel in each of them. 

Mr. Linpsay. Yes, sir. 

(The matter referred to is as follows:) 


Regional office personnel 


Authorized 


Regional office strength 


as of Jan. 1, 
1956 





Atlanta____ 

Chicago. 

_— Worth 
New York_. 

San Francisco 


OE nocdaesacunamenns : neadntiiitinighty otieteth igbdpddounshbdéueedbnys separ | 


1 Includes 1 man on loan from Washington. 
Includes 1 man on Joan from Washington and 2 men from Fort Worth. 
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In addition to the above employees of the Bureau of Power, there are 10 em- 
ployees (authorized 11) of the Office of the Chief Accountant stationed in the 
San Francisco regional office. 


RENTS AND UTILITY SERVICES 


Mr. THomas. On rents and utilities, you are requesting $30,700, 
an increase of $9,600 from last year— 
the increase is necessary to provide $800 for rental of space for a communications 
center at the agency relocation site. 

Where is that? 

Mr. KuyKENDALL. We are not supposed to say where that is. 

Mr. Tuomas. Allright; can you say what it is? 

Mr. KuykENnbDALL. It is a place where the Federal Power Com- 
mission would carry on its work, or at least try to carry on its necessary 
work in case of hostilities. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. THomas. You are very informative this morning, Mr. Chair- 
man. Wethank you very much for that very specific information. 

Mr. Kuykenpba.u. [like to be specific. 

Mr. Tuomas. You say, “$4,800 for rental of Xerox equipment 
already installed,” and so forth. Also $4,000 is required for rental of 
a Model 407 IBM accounting machine. You say the old one is 14 
vears old, and you want to get a new one. 


OTHER CONTRACTUAL SERVICES 


On “Other contractual services,’ you are requesting $29,000 and 
you say the increase is necessary to cover the increased cost of the 
Federal employee insurance program. 

That is something you cannot do anything about. 

Mr. KuyKENDALL. No. 

Mr. Tuomas. You mention an increase in advertising rates here; 
what are you advertising? 

Mr. Garcuetyi. We are required by law to put notices of every 
application for a license in a newspaper in a the county in which the 
project may be located, to publish it once a week for a period of 4 
weeks. 

Mr. Tuomas. How much are you spending for that purpose? That 
is the publication of notices of hearing? 

Mr. GarcHe.y. No; the publication of notices of applications. 

Mr. THomas. You do not have a public hearing? 

Mr. GatcHe.u. For hearings we publish the notices in the Federal 
Register and not in the local papers. 


EQUIPMENT 


Mr. Tuomas. Equipment will require an additional $33,000. 

I notice under ‘‘Equipment”’ you w ant some furniture for 37 new 
people. How much will that cost you? You say 

The 1957 estimate of $47,000 represents an increase of $2,300 over the fiscal 
year 1956 funds available for this purpose. The increase is necessary for ad- 


ditional supplies for duplicating plant due to increased workload and expendable 
supplies for the increased staff. 


a 
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How much of that $47,000 are you going to spend on the increased 
staff? 

Mr. Domers. That will be a nominal amount. The bulk of that 
is for the replacement of obsolete equipment we have in the office 
here in Washington. 

Mr. Tuomas. What are you going to do with that $40,000? 

You account for $2,300. That is the increase, but what about the 
other $44,700? 

Mr. Linpsay. I have the figures on that. 

Mr. Tuomas. Read them into the record, Mr. Lindsay. 

Mr. Linpsay. $50,300 for equipment. 

Mr. THomas. You only have $47,000 to start with. 

Mr. Linpsay. Supplies and materials would be $6,500 for stock- 
room supplies. 

Mr. Tuomas. Proceed. 

Mr. Linpsay. $5,500 for items not in stock, but which infrequently 
are requested by the bureaus, and we don’t maintain stocks of them; 
for example, three hole punches. 

Mr. Tuomas. $5,500 will be a lot for punches; will it not? 

Mr. Linpsay. There is also quite a broad category of other items 
that we carry in this also. 

Mr. Tuomas. Proceed. 

Mr. Linpsay. The last item is duplicating supplies, $35,000. 
That is paper, basically, a normal amount for increase. 

Mr. Tuomas. Where is the list of those punches to make up that 
$5,500? 

Mr. Linpsay. I would be happy to get you a complete list of the 
items included in that. 

Mr. Tuomas. You do not have them here? 

Mr. Linpsay. No, sir; I shall be glad to get them for you. 

Mr. Tuomas. All right. 


FURNITURE FOR HEARING ROOM 


I see the Commission wants to fix up the hearing room. It looks 
to me like you are very modest in your request. I hope you fix up it 
nice. Whatever it takes to fix it up, let us put in this budget for this 
year, because once it is fixed up, it will stay fixed up for years to come. 

Mr. KuyKENDALL. Yes. 

Mr. Tuomas. What is the figure on that? 

Mr. Linpsay. It is $2,800 for hearing room furniture. 

Mr. Tuomas. What about it, Mr. Chairman and Commissioners, 
is not that a very modest request? 

Mr. Connoue. That is a very modest request. 

Mr. Tuomas. I have been in it once, and as well as I remember, it 
was quite modest. You are not going to certainly get anything 
luzurious for $2,800. 

Mr. Linpsay. This is simply to get some better chairs. 

Mr. Tuomas. It will not hurt to put a little paint on the walls. 

Mr. KuyKeNpDALL. We got GSA to paint the main hearing room a 
while ago. 

Mr. Domers. This does not have reference to the Commission hear- 
ing room, Mr. Chairman. These are the hearing rooms where we 
conduct hearings. 
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Mr. Tuomas. I thought this was the big room. 

Mr. Domers. These are the hearing rooms as distinguished from 
the Commission meeting room. 

Mr. Tuomas. Where the trial examiners are? 

Mr. Linpsay. Where the Commissioners would sit en bance. 

Mr. Tuomas. This is the principal hearing room of the Commission 

> are there half a dozen hearing rooms? 

Mr. Linpsay. It is our largest hearing room. 

Mr. Tuomas. All right, let us fix it up. 

Mr. Bouanp. I notice it states that $2,800 will put it in shape. It 
states, ‘While the furniture to be purchased for the main hearing 
room will be substantially below the quality of furnishings generally 
found in such rooms in other regulatory agencies.’”’ 1 thought you 
ought to be at least clear about other regulatory agencies and if this 
amount will actually bring it on a par with other regulatory agencies. 

Mr. KuykKENDALL. On that same floor, just a few doors away is 
the hearing room of the Maritime Administration which provides 
quite a contrast. 

Mr. Tuomas. We can rely on you gentlemen in the Commission to 
fix it up like it ought to be. You will not throw anything away and 
you will not make it too lavish. If it takes a few more dollars you 
can take it from some other items under this heading without violating 
the letter or the spirit of the law. 

Mr. Botanp. Who developed that paragraph? Did you, Mr. 
Domers? 

Mr. Domurs. No, I did not. 

Mr. Yates. I think all regulatory agencies should have some 


respectability. 


LICENSING OF NoN-FEepDERAL HypRogELEcTRIC PROJECTS 


Mr. Tuomas. Let us take a look at your licensing of non-Federal 
projects. 

We will insert pages 20, 21, and 22 in the record at this point. 

(The pages referred to are as follows:) 


In fiseal year 1955, an investigation was also instituted involving the Federal 
IsabeHa project on the Kern River in California and the Borel, Kern No. 1, and 
the Kern Canyon hydroelectric developments. 

In addition to the above-mentioned studies it is expected that new studies to 
be initiated in fiscal year 1956 will include studies of the Federal Buford, Philpott, 
Kerr, and Table Rock projects. With the initiation of these latter studies, it is 
anticipated that at least 12 investigations will be in progress in fiscal year 1957. 

The following tabulation shows the man-years and costs for this type of work 
for fiscal year 1955 and those estimated for 1956 and 1957, with corresponding 
number of investigations planned to be in progress: 


Number of 
Investigations 


Total 


Man-years : 
’ salaries 


Fiscal year 
$32, 685 


47, 044 


47, 277 


(d) Water-power resources 

As provided by section 4 of the Federal Power Act, the Commission assembles 
data on and maintains a current inventory of the existing and undeveloped 
water-power resources of the United States. Current data on developed water- 
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power resources are obtained from information furnished by the electric-power 
industry. Data obtained from comprehensive river-basin surveys or otherwise 
are used to estimate the undeveloped water-power resources of the country. 
The estimates must be revised from time to time as new studies are made and as 
additional basic information is obtained in order that the listing may be kept 
up to date. 

Man-year requirements and costs are shown in the following tabulation: 


—- 
Fiscal year | Man-years | Total salaries 


sapilllaninai sana signal saat lei : cde cia, 
$7, 390 
13, 777 
15, 454 


(e) Unlicensed projects investigations 

The necessity of concentrating personnel on processing applications for permits 
and licenses, has meant that unlicensed project investigations have in general been 
instituted only for specific reasons, among which is the need for determining the legal 
status of an unlicensed project which would affect or be affected by a Federal 
river development. 

Section 4 (g) of the Federal Power Act, however, authorizes the Commission 
to investigate the occupancy, for the purpose of developing electric power, of 
streams and lands subject to Federal jurisdiction and to issue such orders as it 
may find appropriate and expedient and in the public interest to conserve and 
utilize the navigation and waterpower resources of the region. The actual 
expenses of this work have been more than repaid by back charges imposed against 
unlicensed projects. The work, therefore, more than pays for itself. 

From a survey made a number of years ago, it is estimated that there are over a 
thousand unlicensed projects of over 500 horsepower capacity each concerning 
which there is doubt as to whether they are operating without required Federal 
authority. 

Court review in a case involving the existing projects of the California Oregon 
Power Co. on the Klamath River in California and Oregon is expected to be 
completed in fiseal year 1957. 

The following tabulation shows the man-years and costs for this type of work 
for 1955 and those estimated for 1956 and 1957, with corresponding number of 
cases expected to be completed: 


Number of 
Fiscal year cases com- | Man-years 
pleted 


Total sal- 
aries 





$17, 449 
36, 606 
16, 871 


1955 
1956__- 
1957 


gn 
ost 


to 
wo 


Mr. Tuomas. Your man-year requirements are shown in the table 
on page 22 for the unlicensed projects investigations. 

You have a dozen categories. Where is your main workload 
table? We will insert the table on page 24 in the record on completed 
cases. 

(The table referred to is as follows:) 


Number of m™ 
Fiscal] year cases com- Man-years — 
pleted ? 


68 | ; $26, 940 
140 | 4 36, 170 
130 . 32, 617 
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LICENSED #*ROJECT ACCOUNTING WORK 





Mr. THomas. On page 25 you say: 


The Federal Power Act provides that at the end of the license period (usually 
50 years} the Federal Government may take over a major licensed project by 
paving to the licensee the net investment in the project. 


This has been in effect how long? 

Mr. GarcHe.i. Twenty years. 

Mr. Tuomas. I asked one of your field employees how many projects 
had been taken over and the answer was, “ None.”’ 

Mr. GatcHE.Lu. The first license issued by the Commission was 
issued on March 3, 1921, for the Niagara Falls project, a 50-year 
license, and that time will not expire until 1971. 

Mr. Tuomas. It is not mandatory that the Government take it 
over at the end of 50 vears? 

Mr. GarcuHE.u. It is not mandatory. The act merely provides an 
acquisition-price formula. It does not state that Congress intends to 
take it over, but gives an acquisition-price formula. 

Mr. Tuomas. Do you think there is any prospect of Congress 
taking over any of these private power facilities? 

Mr. Garcue ut. I think the prospect of taking them over depends 
entirely on what Congress may have determined as its policy. To 
take an isolated waterpower plant out of a large system seems to me 
to be a waste of Federal funds. ‘To put a single plant into a system 
where it could be tied in might be very desirable. The act merely 
provides the modus operandi whereby 

Mr. Tuomas. If the Government is going into the power business, 
I guess that it could afford to take over these. It has the right to 
do it at the end of the license period of 50 years, but if the Govern- 
ment is not going into the power business, the probability is it will 
not take them over. 

Mr. GarcHeti. The important phase that the Commission is con- 
cerned with is the acquisition-price formula; namely, the net invest- 
ment in that project. That is the basis for fixing the rates during the 
time the project is under license. 

Mr. Tuomas. What is your manpower per year used in this ac- 
counting work? You want about $100,000 more for your accounting 
work than you had last year. What part of it are you using now in 
the depreciation work looking toward taking over these powe rplants 
at the end of this 50-year period? Did I not see a figure of 7 or 8 
man-years on that? 

Mr. Gatcuetu. Out of the 227 major projects licensed by the 
Commission, 190 are subject to this accounting jurisdiction of the 
Commission that you are speaking of. 

Mr. Tuomas. You did not have to give me all that general informa- 
tion. I want to know how many people you have working over 
there doing that auditing work, looking toward taking these power- 
plants back at the end of 50 years. Did I see 7 or 8 people? If you 
have as Many as one you certainly ought to take him off. If at the 
end of 50 years the Government decides to take them over you can 
put 4 or 5 men on that. 

Mr. Garcueii. There are several phases. You cannot wait 
until the acquisition time is around and make these determinations. 
They enter into the dividend policies of the company during the 
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time that they are under license, and into the rate computations. 
The rates may be fixed by State commissions, or if they are unable to 
agree, or if there is no authorized commission, then the Federal 
Power Commission can fix the rate from the licensed project. 

Mr. Tuomas. I can go along with you on the basis that you have to 
keep up with your work on the auditing. 

Mr. Gatrcneti. There are 22.6 man-years provided in the fiscal 
year 1956 on making the determination of the accounts—whether 
the ‘vy have set up on “their books the actual legitimate original cost. 
The 22.6 man-years is set up for 1957 for that accounting w ork. After 
the first 20 years of operation under the license the act requires 
licensees to set aside a portion of their excess earnings over a fair 
return. 

Mr. Tuomas. At the rate we are going, I believe you say it will take 
35 years to catch up with the bac klog? 

Mr. Garcuetu. I think there are two backlogs. 

In our cost work we have made a great many determinations. 

Mr. Tuomas. We are talking about the accounting. 

Mr. GarcHe.u. That is what I am talking about. 

Mr. THomas. You have two phases of it? You have a terrific 
backlog on your rate base, and then there is the depreciation on that 
50-year deal when we are going to take back the plants. 

Mr. Garcuetr. It is called an amortization reserve. A certain 
portion of the excess earnings are set aside in an amortization reserve 
which enters into the computation of the net investment at the end 
of the license period. On page 35 you will find a statement on this 
point. 

Mr. Tuomas. Let me ask you a question: Do you consider this 


work more important than giving the fellow a little quicker service 
who has his application in looking for a certificate so that he can go 


into business? Are you going to let him wait about 2 years when you 


are doing this bookkeeping? 

Mr. Garcuety. No. We are not spending much time on it. 
And we have been trying to get the new licenses, where new construc- 
tion is authorized, issued before the other work. Nevertheless, the 
accounting affects the dividend policy vy of these licensees and they are 
in the position of not knowing just what amortization reserves may 
be eventually required by the Commission, and the longer that work 
is put off—— 

Mr. Tuomas. It would not affect the dividend policies one-tenth 
of 1 percent, would it? 

Mr. Gatcue.u. They have told us it does materially. 

Suppose, for example, they are required to report, as some of them 
reported in their financial statements of security issues, that they 
have not complied with this particular provision in the license for a 
particular project, and it is a substantial portion of the surplus that 
might be involved, it would then affect their dividend policy. I am 
not saying to you, and I do not want to say, that any of these com- 
panies are not paying dividends. They are paying them, but the 
accounting problem is still there. We have proposed in the fiscal 
year 1956 to put 9 man-years—— 

Mr. Tuomas. You say: 


It is estimated that the backlog of 445 man-years at the end of fiscal year 1955 
plus the new work added in fiscal year 1956 will total 725 man-years. 
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You may as well throw it out the window and start out anew if 
you are that far behind. 

Mr. Domers. That is 445-man-vears endeavor. 

Mr. THomas. You say on page 26: 

Furthermore, during each year, additions will be made to the workload 

As of June 30, 1955, there were 227 major projects under license by the Com- 
mission. Only 190 of the 227 major projects are subject to the Commission’s 
accounting jurisdiction . But some of these projects under license embrace more 
than 1 generating plant and, for certain statistical purposes, each of the plants 
is treated as a separate case, with the result that the 190 projects are treated as 
205 cost cases. 

All aspects of the Commission’s accounting work on licensed projects has been 
in arrears for many years. 

We will insert in the record at this point pages 31, 

Page 35 shows the man-years. 

rT. e . 

(The pages referred to are as follows:) 


33, and 35. 


The presentation above deals with the number of formal determinations made 
by the Commission; it is considered that the number of cases worked on by the 
staff is the better workload unit. Accordingly, the following schedule shows 
the 1955 actual and 1956 and 1957 estimated number of project initial cost and 
accrued depreciation cases worked on (and to be worked on) and the associated 
man-years: 


Fiscal year Number Man-years 


21 
9] 


21 


The following schedule shows the 1955 actual and the 1956 and 1957 estimated 
number of project additions and retirements and depreciation-reserve cases to be 
worked on by the staff (as distinguished from determinations by the Commission 
and the associated man-years and salary costs: 


Fiscal year Number M an-years 


The lack of correlation between cases worked on and man-years in 1957 as 
compared with 1956 is due to the fact that the cases shown for 1956 will be 
worked on intermittently, while, in 1957, 6 cases will be worked on intermittently 
and 6 cases will be pursued throughout most of 1957. 

The following schedule reflects the 1955 actual and the 1956 and 1957 esti- 
mated number of amortization reserve cases to be undertaken and the associated 
man-years and salary costs: 


Number Man-years Total salaries 


0.4 $2, 726 
1.2 8, 027 


9.0 58.419 


Mr. Tuomas. Let us see about page 31. 

Mr. GarcuE.u. The table appearing in the middle of page 31 
gives the man-years for the determination of initial costs and the 
initial accrued depreciation. 

Mr. Tuomas. Now, how about page 33? 


72350—56—pt. 2———-44 
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Mr. GatcHe.i. Page 33 shows the determination of our net addi- 
tions and depreciation reserves. 

Mr. Tuomas. That is also accounting; is it not? 

Mr. GatcHe.u. Yes. 

Mr. THomas. How many man-years do you have in your accounting 
this year? I see that this appears on page 11. What are your total 
jobs? 

Mr. GarcHety. Do you want it for the 1957 estimate? 

Mr. Tuomas. Yes. 

Mr. GaTcHELu. 37.7. 

Mr. Tuomas. How many did you have last year? 

Mr. Domers. 24.4. 

Mr. Tuomas. You are increasing it about 12 or 13? 

Mr. GatcHELu. No. 

Mr. Tuomas. It is 24 against 36. 

Mr. Domers. We are increasing it by 13; yes. That is the 
approximate $100,000 that the chairman mentioned in his statement. 

Mr. Tuomas. How many people do you have working on your 
backlog there issuing the licenses? You have a backlog” there, do 
you not? 

Mr. Domers. These are accountants, whereas the applications for 
non-Federal hydroelectrical project require engineering studies. 

Mr. Apams. 76.2 man-years is devoted to ‘the processing of appli- 
‘ations in the 1957 budget. 

WORKLOADS 


Mr. Tuomas. Where is your workload set out here? 
Mr. Apams. For the processing of applications? 


Mr. Tuomas. Yes. 

Mr. Apams. It starts on page 12. 

Mr. Tuomas. I want a composite table. It is scattered over 26 
pages and I do not have that many fingers. Look at the table on 
page 11. 

Mr. Domers. 139 under processing of applications for 76.2 man- 
years. 

Mr. Tuomas. Against 150 for last year? 

Mr. Domers. Yes. 

Mr. Tuomas. How far behind are you? How long does a citizen 
have to wait to get this piece of paper before he is in ‘business? 

Mr. Faruey. On the ave rage about 6 months. 

Mr. Tuomas. What is your backlog now? 

Mr. Faruey. At the end of last year it was 111. 

Mr. Tuomas. Put your finger on that table. 

Mr. Apams. That appears on page 15. It shows the number. 

Mr. Tuomas. At the beginning of the year 1955 you had 136 
applications pending; 103 were filed ; 128 were completed; and pending 
at the end of the fiscal year, 111. So you start the fiscal year 1956 with 
111. You completed 159; 110 were filed. So you will finish this year 
with 62. That is about half of what you started with in 1955, is it 
not? That is not 6 months; that is a minimum of 12 months; is it 
not? 

Mr. Faruey. Six months was the average time for processing an 
application—from the time it was filed until completed. This is a 
combination of manpower and time also. 
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Mr. Tuomas. You have a very good table here. It is quite im- 
pressive. It shows the number of applications. Why would you not 
complete as many cases in 1957 as you completed in 1956? Why 
can you not complete that many in 1957? 

Mr. Domers. We are asking for 17 fewer man-years for that 
activity, Mr. Chairman. 

Mr. Apams. We have cut that back to what we think is a reasonable 
relationship to the workload and a reduction in the backlog, keeping 
as nearly current as possible considering the limitations on getting 
some projects out. 

Mr. Tuomas. Should you not add 15 or 20 of those to your licensing 
and get that current? 

Mr. GarcHe.Lt. What we have tried to do is to cut down the time 
lag on the commission’s staff work. At the end of 1957 we will just 
have 33 license application cases pending, and we think that is par for 
what the Commission can do. There are certain limitations that we 
have no control over. Publication of notices is one of them. We 
have to get the views of the Department of the Interior 

Mr. THomas. What I asked you was whether this bookkeeping is 
more important, this auditing work, than cutting down that backlog 
over there and keeping the thing current. 

Mr. GatrcHELL. I respectfully suggest that we think they are both 
equally important. We felt with regard to the license projects that 
it was highly desirable to get those on a strict current basis, and that 
is what we are trying to do for the fiscal year 1957. What we really 
thought that we were making good strides on during the present 
current fiscal year was getting these license applications current so that 
the people would not have to wait. In addition to that, we think that 
the accounting work is of considerable importance. 

Mr. Tuomas. You certainly are not keeping them current, are you? 
We are carrying over 62 cases. 

Mr. GarcHE.Lu. Yes, but we carried over 111 last year, and we will 
have that reduced at the end of 1957 to 33, which we think is about 
the very minimum of carryover you can have. 

Mr. THomas. The man looking for the certificate would not agree 
with that statement. 

Mr. Gatcue.tu. If we had the work completely current he could 
not expect to get his license in less than 5 or 6 months. That is the 
time it takes to put them through the processing. There is advertis- 
ing. There are reports from other departments. When there are 
hearings; we have to have the hearings. 

Mr. Apams. There is a point there that has not been brought out. 
Even the addition of additional personnel on that item would prob- 
ably not reduce the backlog below 33. In a sense, it is an irreducible 
minimum, and it is due to certain delays not under the control of the 
Commission. They are largely due to outside causes, such as the 
delay of the licensee himself in submitting material; perhaps in con- 
testing the case, or a Commission action. 


REGULATION AND SurvEYs, ELectric Powrer INDUSTRY 


Mr. Tuomas. Now let us lock at your regulations and surveys. 
We will insert pages 36, 37, and 38 in the record at this point, and the 
table on top of page 39. 

r 
(The pages referred to are as follows:) 





SECTION 2. REGULATION AND SURVEYS, ELECTRIC POWER INDUSTRY 


(a) Rate regulation 

(1) Rate cases.—Ten formal electric cases were investigated during the 1955 
fiscal year. Eight of these were carried over from previous vears and two new 
cases were added during the year. Six cases were completed during the year. 

As of August 1955 there remained four formal electric cases on the Com- 
mission’s docket. Briefly these cases involve (1) an investigation of the rates 
charged by the Florida Power Corp. to its wholly owned subsidiary, Georgia 
Power & Light Co., (2) an investigation of the rate charged by the South Carolina 
Generating Co. to the Georgia Power Co., (3) an investigation of rates for trans- 
mission and reserve capacity services furnished by members of a three-party 
pooling arrangement, carried over from the previous year, (4) review by the 
Supreme Court of the United States of the Commission’s order granting an increase 
in rates by the Pacific Gas & Electric Co. to Sierra Pacific Power Co. Hearings 
on item (2) were completed in July 1955. 

The Commission terminated five major proceedings during the 1955 fiscal vear 
following settlement by the parties involved of numerous issues, some of which 
have been before the Commission and the courts for several years. The settle- 
ment of these issues followed the merger of Pennsylvania Water & Power Co. 
into the Pennsylvania Power & Light Co. on June 1, 1955. As a result of the 
closing of these five dockets, the Commission’s workload on electric cases was 
reduced considerably. 

Although electric rate-case workload has been fairly stable, averaging about 
10 cases per year during the past few years, it now appears that this load will be 
substantially reduced during the next 2 years. In addition to the reduction in 
workload following the closing of the aforementioned five major cases, the load 
has also been reduced as a result of the success of the conference method of limiting 
the number and scope of hearings, and also because the Commission instituted 
only one electric-rate investigation durmg the year. Another factor contributing 
to the reduction in man-years for electric rate-case work has been the willingness 
of most companies proposing higher rates to compile data which ordinarily would 
have to be prepared by the staff in the field. 

Present indications are that 3 or 4 new electric cases will be added to the 
workload during each of the years 1956 and 1957 and that carryover from pre- 
ceding years will be nominal. Thus, it is estimated that there will be an estimated 
workload of four cases during each of those 2 years. This very low estimate, of 
course, assumes that these cases can be resolved expeditiously without extensive 
formal proceedings and that companies will continue to prepare sufficiently 
detailed supporting cost data to obviate the need for extensive field investigation 
by the staff. 

It should be emphasized that this minimum man-year estimate may prove to 
be inadequate should it be necessary as in some earlier cases to engage in field 
investigation to compute cost of service, to allocate such costs to jurisdictional 
sales, to establish the jurisdictional status of an applicant’s sales at wholesale for 
resale, to ascertain the probable service lives of extensive electric properties and 
to prepare detailed exhibits and testimony for presentation at formal proceedings. 

The workload, man-years, and salary costs for handling of all electric rate 
cases, actual for the fiscal year 1955 and estimates for 1956 and 1957, are as 
follows: 


| 
"2 r ! ont s 
Fiscal year Workload | Man-years | Total salaries 


10 3 | $52, 496 
4 46, 662 
4 45, 757 





(2) Rate filings, electric—Under section 205 of the Federal Power Act, all 
electric utilities are required to file with the Commission all rate schedules and 
contracts for or in connection with the transmission or sale of electric energy 
subject to the jurisdiction of the Commission. Unless the Commission other- 
wise orders, no change shall be made in such rate schedules and contracts except 
after 30 days’ notice to the Commission and to the public. Such proposed 
changes become effective if the Commission has taken no adverse action within 
the 30-day period. In view of the statutory time limit within which the Com- 
mission must act upon changes, and in the absence of any control over the work- 
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load of this function, sufficient staff must be available to analyze and report on 
the proposed changes in sufficient time to allow consideration by the Commission. 

During the fiscal years 1954 and 1955, the number of electric filings received, 
were as follows: 


Number carried over from prior year 
Number received during year 


Subtotal. 
Number disposed of during year 
Number carried forward to following year 


Mr. Tuomas. This is very interesting reading here: 

Ten formal electric cases were investigated during 1955 fiscal year. Eight of 
these were carried over from previous years and two new cases were added during 
the year. Six cases were completed during the year. 

You have four cases to be carried over in 1956; is that correct? 

Mr. Garcuetu. That is correct. 

Mr. Tuomas. This workload has been falling off a bit. You have 
gotten down to your hard core cases now. 

I will read this paragraph on page 37: 

Although electric rate case workload has been fairly stable, averaging about 
10 cases per year during the past few years, it now appears that this load will be 
substantially reduced during the next 2 years. 

You find that you will substantially have four cases; is that correct? 

Mr. Garcue.y. We expect that. 

Mr. THomas (reading): 

In addition to the reduction in workload following the closing of the afore- 
mentioned 5 major cases, the load has also been reduced as a result of the success 
of the conference method of limiting the number and scope of hearings, and also 
because the commission instituted only 1 electric rate investigation during 
the vear. 


I have a note up here on this that says, “‘Why only one?” What 
are the facts? 

Mr. Kauurna. There was only one case that came to our attention 
and that was an investigation into the Florida Power & Light Corp. 
complaint by the Georgia Commission, and we are now working on 
that case. 

Mr. THomas (reading) : 


Another factor contributing to the reduction in man-vears for electric rate cases 
work has been the willingness of most companies proposing higher rates to compile 
data which ordinarily would have to be prepared by the staff in the field. 

I want to commend the Commission. You are showing good judg- 
ment. You can get the people together under 1 roof and around 
table and you can do more in 3 hours that way than having hearings 
that are expensive to the taxpayers and the parties involved. Is that 
correct? 

Mr. KuykenpaA.t. I believe that vou are right. 

Mr. Tuomas. I believe that you deserve a lot of credit. 

Mr. GatcueE.u. It takes a lot of gray matter to get them to agree. 
Those companies are pretty hardboiled. 

Mr. Tuomas. If you get people under the same roof and around 
the same table and they start looking at each other in the face and 
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swapping ideas, you will find that you will get more done in that way 
than you will by dealing with them before some hearing examiner. 


STATUS OF WORKLOAD 


The table on page 39 is worthy of analysis. During the fiscal 
years 1954 and 1955 the number of electric filings received was as 
follows: For 1954, 380, and for 1955, 492; the number disposed of in 
1954, 391, and the number for 1955, 429. Is that brought up to 
1956 and 1957? 

Mr. GatcHE.Lu. On page 42. 

Mr. Datry. The table on page 42 shows the number disposed of 
during the years of 1956 and 1957. For 1956, the estimated workload 
is 725 filings and for 1957 the number is 775. These figures are 
comparable to the 429 completed for 1955 shown on page 39. 

Mr. Tuomas. What are you doing here? You say in 1955 the 
workload is 429, in 1956, 725, and in 1957, 775. What is that? 

Mr. Datey. We are handling all of those within the 30-day statu- 
tory time limit. 

Mr. Tuomas. On page 39 for 1955 you say that the number disposed 
of during the year is 429, and that your workload in 1955 is 429, so 
there is no carryover in 1955. 

Mr. Dauey. For all practical purposes; no. 

Mr. THomas. What do you mean by “‘for all practical purposes?”’ 

Mr. Datey. We dispose of them within 30 days. 

Mr. Toomas. Very good. There is nothing wrong with that. 

Mr. Datey. We have to. 

Mr. Garcueti. The Commission has a right to suspend rate 
changes within 30 davs after filing. If it does not suspend within 30 
days the rate goes into effect and the only way that the Commission 
can go into them is to initiate an action on their own complaint. So 
we have been disposing of the electric rate filings within the 30-day 
period. 

Mr. Tuomas. What you are saying is that all through your electric 
rate activity, and your accounting and your licensing you are current? 

Mr. Garcue.y. We cannot say that. You cannot say that for the 
license accounting, but for the other you can. 

Mr. THoMAs. And you are 445 days short on your accounting? 

Mr. GatrcHe.y. Yes; but on the rest of the items we are current. 

Mr. Tuomas. For your licensing, and your other good work, you 
are all right in the electric power? 

Mr. Garcuent. Yes. 

Mr. Yates. Can you say that you are current if you still have this 
tremendous backlog in the accounting procedures? 

Mr. Gatcue.u., | say to the license accounting we are current. 

Mr. Yates. How do you know that your figures are correct with- 
out having a basis upon which to operate? I assume that the appli- 
cants are pretty restricted in these cases where they file for their 
activities. The cases deal with matters that stem from the original 
determination of the rate base. 

Mr. GatcHeE.u. Perhaps I did not make myself clear. 

The backlog is not in connection with applications. The backlog 
in accounting work is where the licenses have already been issued, 
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and we are able to figure up how much time it has taken on previous 
cases to compute the time that it will take us in order to clear up the 
backlog of these accounting cases. That is the item to which Chair- 
man Thomas directed his question. 

Mr. Yates. But the point that I am making is you have certain 
cases that you say are current at the present time. What is the 
nature of the cases? 

Mr. Garcue.u. Those are electric rate filings, where they file 
change in electric rates. 

Mr. Yates. And you give them 30 days in order to determine 
whether the rates are proper? 

Mr. GatcHe.u. The statute gives the Commission only 30 days. 

Mr. Yates. How can you te i whether the rates are proper unless 
you know what the rate base is? 

Mr. KuykenpDALL. In the big majority of those cases the companies 
probably do not have any hydroelectric facilities. There undoubtedly 
would be some in there where the company does have hydroelectric 
facilities. 

Mr. Yates. If the company has hydroelectric facilities, the applica- 
tion on file for a rate change is one upon which you cannot make a 
complete determination because you are not caught up on your original 
determination of the rate base. 

Mr. Garcne.u. That is right, but when we permit a change of rate 
to go into effect the C ommission is not finding the new rate to be just 
and reasonable. The ‘vy are merely saying that the present examination 
within the 30-day period does not dise lose sufficient evidence that the 
Commission would be justified in suspending that change in rate 
while they make a further examination. 

Mr. Yares. The fact remains, for all practical purposes, unless the 
Commission knows what the rate base is you are saying that that rate 
is just and reasonable because you do not know whether you are going 
to undertake an investigation to set that rate aside or not. 

Mr. GatcueLu. You are correct, except that there is this further 
limitation. If the rate goes into effect and the Commission makes a 
subsequent investigation and suspends the rate, then the change goes 
back to the date of suspension. 

Mr. Yares. Can the Commission make its suspension retroactive? 

Mr. anaais. No. 

Mr. Yarss. So, during this period the company is able to charge 
exorbitant rates? 

Mr. GaTcHELL. It is able to charge whatever rates the Commission 
permits to go into effect. 

Mr. Yates. They may be exorbitant? 

Mr. GatcHe.Lu. There is such a possibility, and that is why this 
accounting work is so very important. 


Mr. Yates. I agree. 
REGULATIONS AND Surveys, Naturat Gas Inpustry 


Mr. Tuomas. We will now insert in the record pages 62-68, 71, and 


(The pages referred to are as follows: ) 
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SECTION 3. REGULATION AND SURVEYS—NATURAL GAS INDUSTRY 


(a) Certificates of convenience and necessity 

Section 7 of the Natural Gas Act pertains to the “Extension of facilities: 
abandonment of service.’?’ There are three main subdivisions as follows: 

(a) Orders directing extersion, improvement of transporattion facilities‘and 
establishment of physical interconnection. 

(b) No abandonment of facilities or service without prior approval of the 
Commission. 

(c) Certificates of public convenience and necessity covering construction and 
operation of new facilities or the acquisition of facilities. 

Section 3 of the Natural Gas Act prohibits the exportation or importation of 
natural gas from or into the United States except upon authority granted by the 
Commission. Exportation and importation further requires the issuance of a 
Presidential permit for the construction and operation of facilities at the inter- 
national borders of the United States. Executive Order No. 10485 requires the 
Federal Power Commission to perform stated functions regarding issuance of 
Presidential permits. 

Section | (c) of the Natural Gas Act exempts certain companies from jurisdiction 
upon their filing for such exemption and the furnishing of specified information. 
Section | also sets forth the definition of natural-gas companies and, based upon 
such definition, the Commission is called upon to determine the status of certain 
proposed acts. 

To carry out the functions based upon the activities referred to above requires 
a professional staff to analyze the various applications filed with the Commission. 
The work may be divided into three categories. The first category involves the 
applications filed pursuant to section 7 (c) for certificates of public convenience 
and necessity authorizing the construction and operation of facilities. The 
second category covers all other applications consisting of section 7 (a), section 
7 (b), acquisitions, status determination, and export-import. The third category 
covers the applications of the independent producers for authority to sell and 
deliver natural gas in interstate commerce. 

As of the end of the fiscal year 1955, there were a total of 337 applications, 
excluding independent producer filings, for authority to sell and deliver natural 
gas, pending before the Commission. The following tabulation lists the number 
in each category: 


Pending 
beginning 
of year 


Disposed Pending 
of |end of year 


Construction and operation , & 117 
Acquisition ‘ ( 7 
Abandonment ‘ 34 
Sec. 7 (a) | / 34 52 
Status determination ‘ 2° 124 
Export-import " 3 


Total ‘ 4 337 


In the tabulation on page 63, 125 status-determination filings are shown. This 
is an abnormal number due to a large number of separate filings by an independent 
producer. Thus, the figures are not truly representative in that category. 

Chart I on page 67 shows, graphically, the total number of applications in the 
above categories filed for the fiscal years 1952-55. If the abnormality of status- 
determination filings is eliminated for the year 1955, the number of applications 
filed would be slightly less than 200 in the construction and operation category, 
and 100 covering all other categories. It is believed that in the fiscal years 1956 
and 1957 the rate of filings made in 1955 will continue. 

Chart I also shows the number of independent producer applications which 
were filed in the fiscal year 1955 for certificates of public convenience and necessity 
authorizing the rendition of new service. These filings are exclusive of the filings 
made covering service rendered on and since June 7, 1954 (grandfather), the date 
of the Supreme Court decision in the matter of Phillips Petroleim Co. In 
approximately a 10-month period a total of 880 new-service independent producer 
applications were filed. It is believed that approximately 1,000 such new-service 
applications will be received in each of the fiscal years 1956 and 1957. 

Charts II and IIT on pages 68 and 69 show that from 1952 through 1954 there 
was a gradual increase in the number of cases disposed of per man-year. This was 
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due to increased efficiency of the staff employed, resulting from their increased 
knowledge of the pipeline company operations and additional service with the 
Commission. With the addition of new personnel, however, the overall produc- 
tion, per man, is expected to have a tendency to decrease. 

In the fiscal year 1955 the number of applications, together with the inde- 
pendent producer applications, disposed of was accomplished by a decrease in the 
thoroughness of analyses of the applications. The decrease in thoroughness of 
analyses is not a healthy situation and should be eliminated at the earliest possible 
time. It is believed that such decrease in thoroughness was permissible only 
because of past knowledge of company operations. Progress is being made in 
this direction and through the additional staff requested herein it is anticipated 
that during fiscal year 1957 this condition will be eliminated. 

Based on the foregoing, it is believed that the maximum disposition of these 
tvpes of applications, exclusive of independent producers, should be approximately 
5 per man-year, resulting in a need for 60 employees. 

Basic data of a type upon which to predicate an estimate of employee require- 
ments for disposition of independent producer applications are not available. 
During the fiscal year 1955, there were 1,093 independent producer applications 
of the “grandfather”? and new-service types disposed of. The disposition of 
these cases was accomplished at the rate of approximately 40 applications per 
man-year. It is believed that this rate can be improved upon due to increased 
personnel efficiency and methods employed for analyses. It is believed that the 
rate of disposition will reach approximately 55 applications per man-year. 

Chart II shows, graphically, the number of applications disposed of by the 
Commission for the fiscal years 1952 through 1955, and estimated for the fiscal 
vears 1956 and 1957. The estimates for the fiscal vears 1956 and 1957 are based 
upon the disposition of 5 applications per man-year in the “C and O” and ‘‘Other”’ 
categories, and the disposition of 55 independent producer applications per man- 
year. 

Charts III and IV show information similar to that shown on charts I and II 
in a slightly different manner, as well as information concerning man-years 
available. 

In addition to the workload on applications as discussed above, the staff is 
also called upon to perform other related duties. These duties comprise informal 
gas jurisdictional determinations; special gas-supply studies, statistical analysis, 
pipeline and mapping; and the furnishing of assistance and information to 
Congress, other Federal agencies, States, municipalities, and others. Based on 
past history the workload in these categories requires approximately 5.5 man- 
years. 

It is not possible to estimate the relative importance of the applications which 
may be filed, but for the purpose of estimating only, it is assumed that the inde- 
pendent producer new-service applications will be disposed of. To care for the 
estimated 1,000 applications to be filed will, therefore, require approximately 18 
man-years, leaving approximately 53 man-vears in fiscal vear 1956 for the dis- 
positions of the ““C and O” and “Other” applications. On the basis of disposi- 
tions of 5 such cases per man-year, some 250 applications would be disposed of, 
Chis will, of course, increase the backlog of pending cases before the Commission 
on July 1, 1956, from the 337 existing on July 1, 1955, to 387. 

The backlog of certificate applications should not be permitted to increase 
beeause of insufficient personnel. The delays in processing applications for 
certificates of public convenience and necessity, both by pipeline companies and 
independent producers, have created a new type of workload fér the Commission 
in the form of temporary certificates wherein an emergency condition can be 
shown by the applicant. The issuance of a temporary certificate, and subse- 
quently, after a hearing, a permanent certificate, requires the handling of the 
same matter twice, both by the staff and the Commission; thus, further delaying 
the work on cases which cannot show an emergency condition. The delays in 
processing certificate applications have a direct effect upon the scheduling of 
orders for equipment and material and tend to upset the costly scheduled con- 
struction programs of the applicants, as well as the closely scheduled operations of 
equipment manufacturers. In addition, delays may increase the construction 
costs of the applicant. The economic effect of such delays and scheduled dis- 
arrangements cannot be evaluated, but are appreciable. Additionally, such 
delays in processing of certificate applications may cause shortages of gas in 
areas needing additional facilities to supply the necessary volumes. 

For the fiscal year 1957, based upon the budget request, sufficient personnel 
will be available to dispose of sufficient applications filed and pending so that the 
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July 1, 1956, backlog will not increase above the estimated 387 figure. This will 
require 60 man-years for “C and O” and “Other” categories, based on 5 applica- 
tions per man-year. In addition 18 man-years will be required for disposition of 
the independent-producer type applications and 5.5 man-years for other work re- 
quirements of the staff. Thus, in the fiscal year 1957, a total of 83.5 net man- 
years of personnel will be required. 

It should be noted that there remains a backlog of approximately 4,000 inde- 
pendent producer ‘‘grandfather’’ applications to be disposed of as of July 1, 1955. 
No request is being made for employees to take care of this backlog. The existing 
and requested personne}, it is believed, can handle the disposition of these remain- 
maining “‘grandfather” applications along with the disposition of new applications. 


| 
Fiscal year Number Man-years | Total salaries 


| 
1, 356 91.6 | $561, 832 
1, 300 76.4 | 489, 281 
1, 300 83.5 531, 377 
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Chart No. IT 
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Number of Applications 
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Piscal Year 


Mr. Tuomas. Let me read from page 62: 


Section 7 of the Natural Gas Act pertains to the “‘extension of facilities; aban- 
donment of service.’’ There are three main subdivisions, as follows: 

7 (a): Orders directing extensions, improvement of transportation facilities, and 
establishment of physical interconnections. 

7 (b): No abandonment of facilities or service without prior approval of the 
Commission. ‘ 

7 (ce): Certificates of public convenience and n ecessity covering construction 
and operation of new facilities or the acquisition o facilities, 

Section 3 of the Natural Gas Act prohibits the exportation or importation of 
natural gas from or into the United States except upon authority granted by the 
Commission. 

Now, let us look at the table here on page 63. This is what I call 
the old part of the act. You had filed at the beginning of the year 
462. You disposed of 263. You had pending at the end of the year, 
ap 


~ 
oOo. 


Now, chart No. 1 also shows the number of independent-producer applications 
which were filed in the fiscal year 1955 for certificates of public convenience and 
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necessity authorizing the rendition of new service. These filings are exclusive of 
the filings made covering service rendered on and since June 7, 1954 (grandfather) 
the date of the Supreme Court decision in the matter of the Phillips Petroleum 
Co. In approximately a 10-month period a total of 880 new-service inde- 
pendent-producer applications were filed. It is believed that approximately 1,000 
such new-service applications will be received in each of the fiscal years 1956 
and 1957. 
I will read one other sentence: 


Progress is being made in this direction and through the additional staff request 
herein it is anticipated that during the fiscal year 1957 this condition will be 
eliminated. 


You also say: 


The decrease in thoroughness of analyses is not a healthy situation and should 
be eliminated in the earliest possible time. It is believed that such decrease in 
thoroughness was permissible only because of past knowledge of company opera- 
tions. Progress is being made in this direction and through the additional staff 
requested herein it is anticipated that during the fiscal year 1957 this condition 
will be eliminated. 

Just what do you do? You had 800 applications in 1956. You 
anticipate 1,000 in 1957. How many will you finish in 1956 and what 
will be your carryover into 1957? I have a note here that 18 months 
is required to handle independent producer filings; is that the average 
time? 

Mr. Kauurna. No, sir. 

Mr. Yatres. What does an independent producer file an application 
for? 

Mr. Kauurna. An independent producer files for a certificate to 
operate and sell natural gas in interstate commerce to the pipeline 
company. 

Mr. Tuomas. What are the majority of your applications, to sell? 

Mr. Kauuina. To sell. 

Mr. Yates. How much construction do you have? 

Mr. Kauurna. The construction is very insignificant compared 
to the pipeline companies. 

Mr. Tuomas. To sell. What do you mean, to sell at what price? 

Mr. Kauurna. No, sir. Section 7 of the act provides that they 
must first have a certificate from the Commission before they can 
actually make the physical sale of gas. 

Mr. Tuomas. What do you determine before you issue the certifi- 
cate? 

Mr. Katina. The Commission determines first whether or not 
the gas supply is there in existence, and secondly, whether or not the 
proposed sale is economically feasible. Economic feasibility goes 
into the question that you are driving toward, as to whether or not 
the price at which the gas is sold is in the public interest as part of 
an overall economic study in connection with the sale. 

Mr. Yates. I do not know what that means. 

Mr. THomas. You are looking to the price; is that the main thing? 

Mr. Kauurna. We are looking at the price. 

Mr. THomas. Do you want to enlarge or clarify the statement you 
made? 

Mr. Kuykenpbatu. I think that I should clarify that. These 
independent producers apparently under the law now must get a 
certificate of public convenience and necessity to make the sale in 
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interstate commerce, and if they propose to construct any facilities 
that are subject to our jurisdiction we would have to authorize that. 

Now, there is still apparently some meaning left to the exemption 
of producers under the exemption of production and gathering; that 
is, | do not believe the Commission has jurisdiction over the producer's 
production and gathering facilities as such, and as distinguished from 
the sale. Nevertheless, they do have to get a certificate at least for 
the sale. Now, also they must file their initial rate and we accept their 
contract as that. The law has generally been deemed to be that the 
initial rates of a pipeline company, or a utility, are not subject to 
suspension. Recently the Commission has held, a majority has held, 
that it could condition a certificate to an independent producer to 
provide that he must accept a lower rate if he gets a certificate. Two 
of us did not agree that we had the power to do that. By and large, 
[ think that there has only been one case in all these independent 
producers certificate cases where the Commission has dealt with the 
rates. The rest have been the routine of issuance certificates, and it 
is a most regrettable legal requirement. 

Mr. Tuomas. Mr. Chairman, what is your backlog as of the first of 
January? Do you have that in this gas section? What is the waiting 
period? 

Mr. Kauurna. If you will turn to the chart on page 17 we show you 
there what the actual 10 months of 1955 was and the pending figure, as 
you will note, ranges at about the 600 category. We are estimating 
the backlog will continue for the next 2 fiscal years at about 600. 

Mr. Tuomas. Put that in English. Is it 10 months or 12 months? 

Mr. Kauurna. For a 12-month period we estimate the dispositions 
will be roughly about 1,000 with a 600 backlog carried over. 

Mr. Tuomas. How many months is it he has to wait? Put it in 
point of time. 

Mr. Katuina. About 45 to 60 days. 

Mr. Tuomas. Oh, no. 

Mr. Kauuina. For certificates to the independent producers. 

Mr. Tuomas. That is not right. What about it, Mr. Chairman? 

Mr. Kuyxenpa.t. I think that I can tell you what gives you the 
impresssion the lag is greater than it is. When we started enforcing 
the Supreme Court’s decision in the Phillips case, all these producers 
were already selling, and they had been for years. So rather than tell 
them all they would have to stop sales until they got a certificate, we 
told them to go ahead and continue making their sales, and in the mean- 
time to apply to us for a certificate. We still have a great backlog 
of these so-called grandfather type certificates which we are process- 
ing as fast as we can. They are not of any great moment to the in- 
dustry or the public, because they are still selling the gas anyway. 

Mr. TuHomas. Those are the old cases. What about your new ones? 
Is it 60 or 90 days? 

Mr. KuykenDALL. Mr. Kallina gave me a figure that sounded short. 

Mr. Tuomas. Take another look at vour figures and come up with 
the best guess you can. 

Mr. Katina. They are coming in now in large numbers, as you 
know, but the companies for the most part are anxious to get into 
operation immediately so we look at these new filings first. They 
usually ask for temporary authorization. We get the requests for 
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temporary authority to the Commission promptly and the Commission 
is disposing of the temporaries within about 20 days. For most of 
the new independent producer certificate cases we do not require the 
attendance of the applicant at a hearing. The law requires that we 
have such a hearing. We are shooting at a target date of a maximum 
of 6 months from the date of filmg in which to dispose of these inde- 
pendent producer applications. Currently—and this is within the 
last 2 months only—we are disposing of these independent producer 
new service applications finally in a period of somewhere between 
45 and 60 days. 

Mr. Tuomas. And that calls for an increase of 18 man-vears to 
handle these new cases? 

Mr. Katina. That is right. 

Mr. THomas. And this fellow cannot do any selling until he gets 
the paper; can he? 

Mr. Kauurna. That is right, but that is why we give him the 
temporary certificate. 

Mr. Tuomas He has to wait 60 days for that? 

Mr. Kuyxenpauu. Not if be asks for temporary authority and 
shows reason for it. Many of them do not know that they can get 
temporary certificates, and have not found what grounds they have 
to state, in order to get one. 

Mr. Tuomss. Does this request for 18 people here meet with the 
approval of the Commission? Do you need more manpower? Is it 
something beyond the question of manpower in getting current here 
on this bac klog? What is your best guess on it? W ould you gentle- 
men rather go off the record? ‘That will be perfectly all right with me. 

Mr. Kuyxenpatu. [ would just as soon stay on the record myself. 
I think we can prevent hardship to the public, or the producers, 
particularly the small ones, on the basis that we are recommending. 
It will take us time to work off the old backlog. 

Mr. Tuomas. It has not reached the point where anyone is getting 
hurt? 

Mr. Kuykenpbatu. No. They are all selling anyway, so the public 
is not hurt. 

Mr. THomas. What if the fellow owes the bank a little money? 

Mr. KuykenpDaLu. Our problem is getting competent people to 
do this type of work. 

Mr. THomas. And that is not easy. 

Mr. KuykenbDALL. No. I doubt if we could spend more money 
on additional manpower even if we had it available. 


FEDERAL Prosgect INVESTIGATION AND REGULATION 


Mr. Tuomas. What about your river basin survey operation here? 
We will insert pages 108, 109, 110, 111, and 112 in the record at this 
point. 

(The pages referred to are as follows:) 


SECTION 4. FEDERAL PROJECT INVESTIGATION AND REGULATION 


The work discussed under this section relates primarily to the Commission's 
responsibilities in connection with the power aspects of river-development projects 
proposed by the Corps of Engineers and the Bureau of Reclamation. The 
Commission is required by the provisions of the Flood Control and River and 
Harbor Acts to review reports on such projects prepared by the Corps of Engineers, 
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vith the view to safeguarding the hydroelectric power potential of such projects 
and preparing recommendations thereon to the Secretary of the Army. These 
studies include consideration of the best use of the power on a regional basis, in 
full coordination with all existing and prospective power sources, publie and 
private. Similar review and recommendations are also made for projects proposed 
by the Bureau of Reclamation as a cooperative activity provided for under 
section 4 (ce) of the Federal Power Act. 

In addition to the power-development aspects described above the Commission 

also required under the River and Harbor and Flood Control Acts to review 
the proposals by the Department of the Interior for the sale of hydroelectric power 
from projects constructed by the Corps of Engineers. As a related activity the 
staff does work on allocations of costs of these multiple-purpose projects to 
determine the proper rate base for the power features of the project. 

Section 10 of the Federal Power Act requires that a non-Federal waterpower 
project proposed for licensing must be adapted to a comprehensive plan which 
includes the improvement or development of navigation, the improvement and 
utilization of waterpower development, and other beneficial public uses, including 
recreational purposes. The same principles are applied in the Commission’s 
consideration of Federal river-development problems. Such studies and investi- 
tions, therefore, as are required of the Commission in connection with Federal 
water-control projects involving power development are valuable in the discharge 
of the Commission's licensing responsibilities. In addition, these studies provide 
the Commission with the information necessary for responses to requests of the 
Executive Office of the President, of Congress, and of other Federal agencies for 
advice as to Federal power matters and waterpower-resources development. 


a) Reports and recommendations 

The Commission participates in the formulation of Federal reservoir projects by 
serving, with respect to the power features, in the role of power consultant and 
adviser to the construction agencies which are primarily responsible for the de- 
tailed investigations, reports, plans, and construction of such projects. In these 
studies the Commission’s staff does not do fieldwork of the character of foundation 
exploration, stream gaging, or instrumental surveys, but relies principally upon the 


results of such field investigations previously made by other Federal agencies and 
upon engineering data obtained from them and other sources. Based on the 
studies of its staff, the Commission formulates its recommendations with respect 
to power facilities at Federal dams and comments on the reports of the construc- 
tion agencies on river-basin investigations and proposed projects. 

The Commission’s workload on Federal project investigations is geared primarily 
to the activities of the construction agencies and participation by the Commission 
in the formulation of projects should keep pace with these programs. 

(1) Cooperative studies with the Department of the Army.—Under the provisions 
of the Flood Control Act of June 28, 1938, and subsequent Flood Control and 
River and Harbor Acts, the Commission is given responsibility for reeommenda- 
tions to the Secretary of the Army with regard to the installation of penstocks or 
other facilities for the development of hydroelectric power at any flood control 
or navigation dam constructed by the Department of the Army. 

Through well-developed procedures, the Commission’s staff is working ef- 
fectively with the Corps of Engineers in accomplishing the objectives of the 
several flood-control and river and harbor acts with respect to the preservation 
of power values inherent in our streams. The Commission’s field staff consults 
with and advises the field staff of the Corps of Engineers, this collaboration 
beginning in the early survey stage and extending through the definite project or 
planning stage when projects have been authorized and are being readied for 
construction. These cooperative studies involve a determination of the amount 
and economic feasibility of the power that could be produced in connection with 
the project. After review in the Washington office, these studies provide a basis 
for the Commission’s comment and recommendations to the Secretary of the 
Army on basin or project plans as developed at a higher level of authority in the 
Department of the Army. 

Included in the workload of the staff is a substantial amount of time required 
for the preparation of responses to numerous requests for advice concerning the 
value of and markets for power from specific projects. This advice is required 
for determinations of economic feasibility of hydroelectric projects and involves: 
(1) a determination of the logical market area for the project; (2) an estimate 
of the load growth within that area and of the other power sources available to 
supply it so as to establish the time when the project output may be marketed 
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in the area; and (3) the value of the power based on the cost of supplying the load 


from the power source or sources most likely to be employed if the hydroelectric 
project is not built. Such assistance is regularly supplied to the Corps of En- 
gineers and is necessary at all survey and project stages as part of the Com- 
mission’s responsibility under the flood-control and river and harbor acts. 
Similar information is prepared for some reclamation projects, for projects under 
consideration for Federal license, and for other purposes of the Commission such 
as cost allocations of multiple-purpose projects, determinations of headwater 
benefits from storage projects, and studies made in connection with approval of 
power rates from hydroelectric plants constructed by the Corps of Engineers. 

The workload for cooperative activities with the Department of the Army 
during 1957 has been estimated after consideration of the prospective workload 
of the Corps of Engineers, and the corresponding demand on the Commission 
Their respresentatives have advised the Commission’s staff informally of the 
number of investigations and surveys and of project-planning work in view for 
1956 and 1957. It is expected that about 65 investigations will be required 
during 1956 and 70 during 1957 as compared with 68 in 1955. The reduced 
manpower available during 1956, however, will not permit the Commission to 
keep pace with the corps during that vear and, therefore, the Commission cannot 
fulfill its statutory requirements under the Flood Control and River and Harbor 
Acts. This is discussed more fully under (5) below. 

The workload units in 1957 will include the review of 15 survey and definite 
project reports which will be transmitted during the fiscal year by the Chief of 
Engineers to the Commission for its comments and recommendations. This 
number of reports may be compared with 17 received in 1955 and with about 15 
expected to be received in 1956. 

(2) Cooperative studies with the Department of the Interior.—Under the provisions 
of section 4 of the Federal Power Act, the Commission and the Department of 
the Interior have established cooperative procedures which are similar to those 
developed by the Commission and the Department of the Army. 

The workload for activities with the Department of the Interior during 1957 
has been estimated after consideration of the prospective workload of the Bureau 
of Reclamation. Its representatives have advised the Commission staff informally 
of the number of basin surveys and project investigations scheduled for 1956 and 
1957. Based on this information, it is expected that about 40 cooperative in- 
vestigations with the Department of the Interior will be required during each of 
the fiscal years 1956 and 1957. These numbers may be compared with 36 in 1955. 
Of the investigations required in 1957 it is expected that about 12 will include 
the review of reports which will be transmitted by the Department of the Interior 
to the Commission for its comments. This may be compared with 6 such reports 
received in 1955 and with about 10 expected in 1956. As in the case of work 
with the corps the Commission will not be able to keep pace with the Bureau of 
Reclamation in the Bureau’s work during 1956. 


You say on page 111: 

It is expected that about 65 investigations will be required during 1956 and 
70 during 1957 as compared with 68 in 1955. The reduced manpower available 
during 1956, however, will not permit the Commission to keep pace with the corps 
during that vear and, therefore, the Commission cannot fulfill its statutory 
requirements under the flood-control and river and harbor acts. 

There is no backlog there. There is no one yapping at your heels? 

Mr. Apams. The requests for comments on these reports come from 
the Corps of Engineers and the Bureau of Reclamation. I may refer 
you to page 115. 

Mr. Tuomas. Let me respectfully refer you to my question. I know 
where the material is located. I am trying to find out if anyone is 
waiting for a certificate. 

Mr. Apams. No one is waiting for a certificate, but the Corps of 
Engineers under the law must refer the flood control and river and 
harbor reservoir projects to the Federal Power Commission to report 
on the power aspects of the projects. 

Mr. Tuomas. May I refer you to one little fact, that the Corps of 
Engineers has approved projects totaling $6 billion or $7 billion that 
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there has not been a dime appropriated for, and there is a backlog 
pending of about 6 or 7 years’ work? 

Mr. Apams. This work includes not only the backlog of work that 
they have in a survey status, but the projects in definite project 
status, which they refer to us for our comments. 

Mr. Tuomas. Is there any particular locality, community, mayor, 
city council, or anyone urging you for this mght quick because he 
needs that certificate so that he can go to work on the project? Do 
you find any of that? 

Mr. Apams. No, sir, I do not think so. 

Mr. Tuomas. Do you not think that you could take this manpower 
load here, like you did last year, and put it back over in your electric 
utilities field and your gas field and serve a better purpose? That 
would serve a purpose that bas some immediate urgency. 

Mr. Apams. As I said a few moments ago, we feel that we have 
assigned to the licensing applications as much as can be effectively 
used in moving those cases. We have tried to keep a reasonable 
balance between the workload on the Federal projects a the work- 
load on the non-Federal projects. As summarized on page 114, we 
just cannot keep up with the rate at which the Federal projects are 
being referred to us. 

Mr. Tuomas. Which is the most important to keep up with, that 
crowd ofspeople who are looking for the certificates, or the Corps of 
Engineers? 

Mr. Apams. We are certainly giving top priority to the processing 
of the : applications for the non-Federal hydroelectric projects. 

Mr. THomas. Accumulating a backlog of projects is not nearly as 
important as keeping current with requests for certificates under our 
power section, is it?) That is what you are doing here. You are 
building up a backlog. As I pointed out to you, the Cor ps of Engineers 
has a backlog of 6 or 7 years’ work that will cost $5 billion or $6 
billion. 

Mr. Connote. May I interject? There may be some flood-control 
work awaiting Commission recommendation which will be pretty 
important. 

Mr. Tuomas. It is all important, in my judgment. You people 
have been doing this work. You are not plowing any unplowed field. 
You have heen plowing this field for 15 or 20 years. How long have 
you been doing this flood-control survey work? 

Mr. Apams. We started this in 1938 when the Commission was 
first given this responsibility. 

Mr. Tuomas. Did you not start before 1936? 

Mr. Apams. No, sir. 

Mr. Tuomas. You have been wor king on it only 18 years? You 
have not been making many new river basins in the last 18 years. 

Mr. Apams. New projects are constantly being submitted. We have 
to work along with the construction agencies on the basis of what 
they bring up. 

Mr. Tuomas. The question is what is important. You have a back- 
log pending where a man is trying to get a certificate in the gas field 
and the electric field. Do you want to deny him when you are ac 
cumulating a backlog of projects here when the Corps of Engineers 
are not going to get around to it for 6 or 7 years? Which is the most 
ee d 
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Mr. Apams. I would say that most important is getting the appli- 
cations for license projects cleared. 

Mr. THomas. Sure. You are a practical man. 

Mr. Apams. We can only use a certain number of people on that 
type of work. 

Mr. Tuomas. Do you have too many? Do you want us to take off 
some ? 

Mr. Apams. No. I think the number we have requested here is a 
reasonable number to carry on the work, and it is reasonably in balance 
with the other work. 

Mr. Tuomas. You have the Army in for 65 investigations for 1956 
and for 1957, 70; is that right? 

Mr. Apams. Yes. 

Mr. Tuomas. Turn to page 113 and also page 114. Page 114 shows 
a summary of Federal project work. We will put the table at the 
bottom of page 113 in the record. 

(The table referred to is as follows :) 

(4) Summary, Federal project work.—The workload estimated to be imposed 
on the Commission by referral of reports from cooperating agencies is sum- 
marized as follows: 


eae Department | Department 
Fiscal year of the Army J|of the Interior 


68 36 
65 40 
70 40 





Mr. Tuomas. Now, on page 114, you have a tabulation showing 
the workload units, the man-years, and the total salaries. You 
Say: 

The man-years shown to be available in the fiscal year 1956 represent only the 
staff that could be allocated to this activity from the appropriation provided by 
the Congress in fiscal year 1956, which stipulates that “not to exceed $200,000 
shall be available for investigations relating to Federal river development 
projects.” 

You want $286,356 for 1957? 

Mr. Apams. Yes. That compares with 
actually put in in 1955. 

Mr. Tuomas. Last year it was $177,112 and about 28 or 29 jobs. 
You want how many jobs this year? 

Mr. Priutes. That is not jobs; that is man-years 

Mr. Tuomas. 41.6 man-years. I was adding about 12 percent to 
the figure, making it 44 or 45 That is not far “off. 


ae 7 


37.7 man-years that we 


INTERNATIONAL JOINT CoMMISSION 


Mr. Tuomas. We will insert page 122 in the record at this point. 
(The page refererd to is as follows:) 


SECTION 5. INTERNATIONAL JOINT COMMISSION 


On October 26, 1939, the President appointed the Chief Engineer of the 
Federal Power Commission a member of the International Joint Commission 
to serve without compensation other than that which he receives as an officer 
of the Federal Power Commission. 
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The International Joint Commission, created by the treaty of January 11, 1909, 
between the United States and Great Britain, is comprised of 3 American mem- 
bers and 8 Canadian members. It adjudicates controversies between the United 
States and Canada and between nationals of the two countries along and in 
the vicinity of the international boundary. In cases of this type the Commission 
acts in a judicial capacity. 

Also, when questions are referred to it by the Governments of the United 
States and Canada, the Commission conducts investigations and prepares reports, 
with recommendations, to the two Governments for disposition of the matters 
involved. In cases of the latter type, the Commission acts solely in an advisory 
capacity and has no arbitral powers. In the apportionment of the waters of the 
Milk and St. Mary Rivers between the United States and Canada, the Commis- 
sion serves in an administrative capacity. 

The Commission has authority under the treaty to adjudicate controversies 
arising along the common frontier irrespective of the character or subject of 
the disputes ; however, a large majority of the cases that come before the Com 
mission pertain to waters which either form or cross the boundary. 


Mr. Tuomas. On page 122 you state: 
On October 26, 1939, the President appointed the Chief Engineer of the Federal 


Power Commission a member of the International Joint Commission to serve 
without compensation other than that which he receives as an officer of’ the 
Federal Power Commission. 

The International Joint Commission, created under the treaty of January 11, 
1909, between the United States and Great Britain, is comprised of 3 American 
members and 3 Canadian members. It adjudicates controversies between the 
United States and Canada and between nationals of the two countries along 
and in the vicinity of the international boundary. In cases of this type the 
Commission acts in a judicial capacity. 


Your costs appear at the top of page 123? 

Mr. Domers. Yes. 

Mr. Tuomas. We will insert page 123 in the record at this point. 
(The page referred to is as follows :) 

The Chief Engineer of the Federal Power Commission devotes full time to the 


work of the International Joint Commission, as reflected in the following tabuta- 
tion: 


Fiscal year Man-years | Total salaries 





$11, 912 
18, 326 
12, 905 





Mr. Tuomas. In 1957 it is going to cost us $12,905. Who is your 
chief engineer? 

Mr. KuyKenpatt. Mr. McWhorter. 

Mr. THomas. He has been there a long time? 

Mr. KuyKenpDAtL. Yes. . 

Mr. Tuomas. We will stand adjourned until 1 o’clock this afternoon. 


CoL_uecTions UNDER FEDERAL Power Act 


Mr. Tuomas. Please come to order. 

Please insert pages 152 and 133 in the record and that part of 134 
which shows that from fees collected, collections for fiscal years 1956 
and 1957 are estimated at $1,815,564, and for 1957, $1,644,208. 

(Information referred to follows :) 
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COLLECTIONS UNDER FEDERAL POWER ACT AND FRoM OTHER SOURCES 


Section 10 (e) of the Federal Power Act provides that licensees shall pay to 
the United States reasonable annual charges in an amount to be fixed by the 
Commission for reimbursing the United States for the costs of administration 
of part I of the act and for recompensing it for the use, occupancy, and enjoy- 
ment of its lands and other property, and the distribution thereof is controlled 
by section 17 of the act. 

Under the provisions of section 17, 37% percent of the charges arising from 
licenses for occupancy and use of public lands and national forests, from 
development within the boundaries of any State shall be paid by the Secretary of 
the Treasury to such State. Actual collections made during the fiscal year 1955 
for use of lands in public land projects aggregated $83,355.54. Of this amount, 
$31,258.55 is for payment to States. The best estimate now possible for pay- 
ment to States from fiscal year 1956 proceeds is $36,682. 

The total collections under section 10 (e) of the Federal Power Act during 
the fiscal year 1955 were $1,329,240.91. In addition to the amount credited to 
the various States, there was credited from public land projects the sum of 

to the reclamation fund and $10,419.42 to the general fund of the 
Treasury. Under collections from projects, jurisdiction over which is based on 
navigable waters, there was credited to a special fund for expenditure under 
the direction of the Department of the Army, in the maintenance and operation 
of dams and other navigable structures, the sum of $152,127.30 and the amount 
of $152,127.30 to the general fund of the Treasury. From collections on account 
of Indian lands, the sum of $211,307.45 was credited to the various reservations. 
The proceeds of charges made by the Commission for the purpose of reimbursing 
the United States for the costs of administering part I of the act, paid into the 
Treasury of the United States and credited to miscellaneous receipts, amounts 
to $729,280.14. Of the remaining $1,043.18 credits were made as follows: $806.01 
to the Oregon and California land-grant fund on account of collections from 
revested Oregon and California Railroad grant lands, in accordance with the act 
of Congress, approved June 9, 1916 (39 Stat. 218), as interpreted by the Comp- 
troller General in his decision A-38237, September 5, 1931; $37.69 to the Coos 
Bay Wagon-Road land-grant fund, on account of collections from Coos Bay 
Wagon-Road grant-lands, in accordance with the act of Congress, approved Feb- 
ruary 26, 1919 (40 Stat. 1180, sec. 5) ; and $199.48 proceeds from penalties for 
delinquency in payment of annual charges imposed under section 17 (b) of the 
Federal Power Act, to the fund “Penalties for delinquencies of licensees under 
Federal Power Act.” 

The Commission also collected and deposited to the credit of “Miscellaneous 
receipts” during the fiscal year ended June 30, 1955, the sum of $3,377.27 from the 
sale of maps; $38,964.80 from the sale of publications ; $13,188.43 duplication of 
records and other documents; $142 recoveries for jury service; $603.57 for mis- 
cellaneous services; and $240 proceeds from sales of Government property. 

Total collections by the Federal Power Commission in the fiscal year ended 
June 30, 1955, from all sources, aggregated $1,385,756. Collections for the fiscal 
years 1956 and 1957 are estimated at $1,815,564 and $1,644,208, respectively. 


Mr. Tuomas. To repeat: 


Section 10 (e) of the Federal Power Act provides that licensees shall pay to the 
United States reasonable annual charges in an amount to be fixed by the Commis- 
sion for reimbursing the United States for the costs of administration on part I 
of the act and for recompensing it for the use, occupancy, and enjoyment of its 
lands and other property, and the distribution thereof is controlled by section 17 
of the act. 

That is getting in a little bit of money. Is this figure correct for 
1956 that you put into the Treasury, $1,815,564, or is that total amount 
collected ¢ 

Mr. Domers. Total collected. 

Mr. Tuomas. You have a breakdown to several different accounts. 


Total collection under section 10 (e) of the Federal Power Act for 


1955 was $1,329,240. You break that down into a half dozen ac- 
counts—Interior, Agriculture, Rivers and Harbors, Indians, and who 
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else gets some? Coos Bay Wagon-Road land-grant fund gets $37.69. 
Do not pass those properties up. 

When was the last time the Commission raised these fees ? 

Mr. GatcueE tL. They are fixed in the licenses as issued and the 
Commission has not raised them at any time since then. 

Mr. THomas. You have control over the figure at all times, do you 
not ¢ ’ 

Mr. Garcue.t. No, I do not believe so, Mr. Chairman. Section 10 

e) of the Federal Power Act, which governs that, says the Commis 
sion may fix the rates and we put them in at the time the license is 
issued. 

Mr. 'THomas. You let the power company go up on their rates. 
Why can Uncle Sam not go up on his? Are your hands tied there? 
Mr. Gatcneiy. In putting the charges into the license, the Com 
mission stipulates the rate at which they shall be paid and the amount 
of the charge is determined by the power output at the particular 
project. That does vary, but the rate has not been changed and the 
Commission cannot change a license provision except with consent of 

the licensee. 

Mr. Tuomas. In the future, when you fix the rate there is no law 
against a sliding scale. There is no law against it ? 

Mr. Garcnety. So far the Commission has collected more than the 
cost. Section 10 (e) says the charges shall reimburse the United 
States for the cost of administering part I of the act. 

Mr. Tomas. To be fixed by Commission for reimbursing United 
States for the cost of administering the act and for recompensing 
it for the use. 

Mr. Gatcueti. Use, occupancy, and enjoyment. The second part, 
the use charge, is at a fixed rate. That is, they occupy certain lands 
of the United States and the Commission assesses a value to those 
lands and fixes a charge accordingly. ‘That is usually a fixed amount. 

Mr. Tromas. When it is fixed, it is for the life of the project 
license ¢ 

Mr. Garcuen. Yes, sir. 

Mr. Tuomas. I repeat, in the new contracts I presume the Com 
mission is taking care to see that the Government gets an increase in 
compensation for that use and occupancy. As time goes on it becomes 
more valuable, does it not ? 

Mr. GarcneLi. The Commission has not yet put a provision into 
its license providing for an increase in the charge. In the event it 
— be found to be noncompensatory for the cost of administration 

‘value of land, I presume the Commission would have to undertake 
a ona to see what it could do about raising the rates; but so far that 
actual condition has not existed. 

Mr. Tuomas. Do you have any supplemental pending ? 

Mr. Domers. None except for the Pay Act increase. 

Mr. Tromas. How much, $253,000 ¢ 

Mr. Domers. $250,000 has been authorized, I understand ; $250,000 
even. 

Mr. Tuomas. You do not have any travel ? 

Mr. Domers. No, sir. 

Mr. Tuomas. Do you have an unexpended balance or do you con- 
template winding up the year with an unexpended balance? 
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Mr. Domers. No, sir. I believe our rate of expenditure for the 
first 6 months of the fiscal year was within 1 percent of the total 
available for that period. 

Mr. Tromas. What does it look like now? 

Mr. Domers. It looks as if we are going to be very close to the 
nub at the end of the fiscal year. 

Mr. TuHomas. You absorbed the travel increase? 

Mr. Domers. Yes, sir. 

Mr. Thomas. Your justifications say that you have a supplemental 
for pay increase, $253,000. Did you say it had been adjusted down 
to $250,000 ? 

Mr. Domers. I understand the Bureau of the Budget approved 
$250,000 for pay increase. So we will have to absorb $3,000. 

Mr. Tuomas. All of which indicates you would have had a little 
surplus at the end of this year. 

Mr. Domers. Not necessarily, Mr. Chairman, because we certainly 
cannot expend at any rate which would not permit us to take care 
of that $3,000. 

ADEQUACY OF BUDGET REQUEST 


Mr. Tuomas. Mr. Chairman, you and the Commissioners and your 
staff, in your judgment, do you think you have the right amount of 
money in here to cut down on these backlogs and do your job without 
keeping John Public waiting too long for the service ? 

Mr. KuyKenpna.u. I believe so. I was asked a similar question a 
year ago and gave the same answer. I believe our experience has 
shown that, due to the inability to recruit just as we would like to, 
the difficulty of finding people who can do the kind of specialized work 
that we do, that this will suffice to give us all the personnel we can 
obtain to do this work. 

Mr. Yates. How much money did you ask from the Bureau of the 
Budget ? 

Mr. Kvykenpauy. We asked for about $250,000 more than they al- 
lowed. We asked for $5,500,000 and they approved $5,250,000. 

Mr. Yates. Where did they cut the $250,000? 

Mr. Domers. They did not cut it anywhere, Mr. Yates. They just 
cut the overall figure and it was up to the Commission to make the 
distribution. 

Mr. Yates. Did they not inform you where they were reducing it? 

Mr. Domrrs. No, sir. 

Mr. Yates. They just allowed $5,250,000 and told you to do as well 
as you could with it? 

Mr. Doers. To adjust it accordingly; yes, sir. 

Mr. Yates. I think the Congress gave you all the money you wanted 
last year. 

Mr. Domers. Yes, sir. 

Mr. Yates. All you requested ? 

Mr. Domers. Yes, sir. 

Mr. Tuomas. Plus $100,000 deficiency spent last year but granted 
in 1955 to start immediately on the backlog. 

Mr. Domers. Spent in 1955. 

Mr. THomas. All spent in 1955? 

Mr. Domers. Yes, sir. 
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PERSONAL SERVICES 


Mr. Yates. Looking over the personnel appearing before the com- 
mittee, I notice new names. Are the jobs such as Chief of the Bureau 
of Pow er, and Chief of the Division of License Projects, Chief of the 
Division of Accounts, and other chiefs; are they classified civil-service 
positions ¢ 

Mr. Domers. Yes, sir. 

Mr. KuyKenpau. I think there are only two schedule C positions. 
That is, one where the employee can be chosen without regard to civil 
serv ic e. 

Mr. Linpsay. Confidential or policy-determining positions. 

Mr. Yates. Were those previously ‘classified civil service ? 

Mr. Domers. Yes, sir. 

Mr. Yates. I notice one of our old friends, Mr. Smith, is no longer 
with you. What happened to him? 

Mr. Domers. Mr. Smith retired. 

Mr. Yates. When did he retire? 

Mr. Domers. He retired September 30, 1955. 

Mr. Yates. Was that by his own initiative ? 

Mr. Domers. Yes, sir. He had over 30 years’ service. I forget his 
exact age. He was over 55. Mr. Rainwater, Russell Rainwater, was 
appointed or promoted to the position of Chief Accountant that Mr. 
C. W. Smith had held. He is out of town and Mr. Ralph Gates is 
representing him. 

Mr. Yates. What was Mr. Rainwater’s experience ? 

Mr. Domers. Mr. Rainwater is a career employee in the Federal 
Power Commission and is an accountant. He was Assistant Chief 
of the Bureau of Rates and Gas Certificates before promotion to the 
position of Chief Accountant. 

Mr. Yares. I notice a new name, Mr. Daley. Has he recently been 
appointed supervising general engineer or did he have this job last 
year? 

Mr. Domers. He did have this job last year. 

Mr. Kauurna. He has been on the staff 15 years 

Mr. Yates. I am looking at the hearing of Thursday, June 3, 1955, 
and this indicates that Mr. Kallina is Acting Chief of the Bureau of 
Rates and Gas Certificates. 

Mr. Domers. He is now Chief of the Bureau of Rates and Gas 
Certificates and Mr. Daley is supervising engineer within that organi- 
zation. 

Mr. Yates. Isee. Mr Daley has been in that organization for some 
time; is that correct ? 

Mr. Domers. Yes, sir, 15 years. 

Mr. Yates. Which is Mr. Daley ? 

Mr. Datey. I am. 


INDEPENDENT PRODUCERS SUBJECT TO FEDERAL POWER COMMISSION 
REGULATIONS 


Mr. Yates. I noticed in the justification the reference to, I think, 
2,400 independent gas producers; is that correct? Yes, page 74: 


The Phillips decision will result in the regulation of about 2,300 independent 
producers as natural-gas companies as compared with about a hundred interstate 
pipeline companies. 
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During the debates on the Harris bill the allegation was made that 
there were over 8,000 independent producers who would be subject to 

regulation. Which of those figures is correct ? 

Mr. Kuyxenpatn. 1 think they both may be correct. There may 
be 8.000 producers altogether. That would, I believe, include those 
who sell in intrastate commerce as well as in interstate commerce. 

Mr. Yarrs. Those would not be subject to the provisions of the 
Natural Gas Act? 

Mr. KuyKenpat. No. 

Mr. Yates. How many would be subject to the provisions of the 
Natural Gas Act? 

Mr. KuyKenpaty. We have taken administrative action to reduce 
the number we have to deal with. A good deal of gas has to be 
processed and is processed in processing plants which are ordinarily 
owned by one concern or at least managed separately. Behind that 
processing plant may be a great number of producers, several hundred 
in the field, all of whom have an interest in that gas. They receive 
their proportionate share of the sales price, but if they have no voice 
in determining the sales price, we ignore those people and told them 
they need not file their rates with us nor get a certificate. We have 
certificated the person, or company, who actu: lly makes the sale and 
receives the money and has full control, we believe, of the selling 
price with that alone. 

Mr. Yarrs. Isthisa gatherer ? 

Mr. Kuykrenpatu. A processor. We have not gone behind the 
processor because we felt we had full control over the situation without 
doing so. 

Mr. Yarrs. Did I misunderstand an earlier statement you made 
that you did not think processers and gatherers were subject to provi- 
sion of the act ? 

Mr. KuyKxenpatu. The act provides that production and gathering 
isexempt. I did not say processing. It was production. 

Mr. Yares. Producers and gatherers are exempt ¢ 

Mr. Kvuyxenpaty. Yes. Also there are unitized fields where the 
unit operator sells the gas and we follow the same practice there, where 
the operator’s price controls what all the gas is sold for. 

Mr. Yates. What is the figure, then, Mr. Chairman, of the total 
number of independent producers who would be subject to the Natural 
Gas Act? Is this figure that appears on page 74, namely 2,300, an 
accurate one / 

Mr. Datry. I might be able to answer that. That 2,300 is the num- 
ber of independent producers who have filed rate schedules with the 
Commission. If there are more we do not know. 

Mr. Yates. The language states: 

The Phillips decision will result in the regulation of about 2,300 indepe ndent 
producers. 


Does that mean there are 2,300 independent producers as far as the 
Federal Power Commission is concerned 4 

Mr. Da.ey. There are 2,300 that we know about. 

Mr. Dicny. We know about many hundreds in addition to that but 
they are not regulated by requiring them to secure certificates for 
public convenience and necessity, file rate schedules, for the very rea- 
son the chairman just explained. We, as an administrative order, 
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have directed that the operator who is the signatory with the pipeline 
for sale of the gas, secure the certificate and file the rate. He may 
have ten, twelve, or as the chairman ex xplained maybe a hundred non 
operating owners who are natural-gas companies. 

Mr. Yarrs. I would assume that the person who prepared this justi- 
fication would have had that in mind or thought about that when he 
made this statement and that is the reason I am asking the question 
at the present time because there is so much contention as to the number 
of so-called independent producers who would be subject to provisions 
of the act. Presumably the Federal Power Commission, if any agency 
knew the number of producers, would know that number. Iam asking 
that question. So far the only answer that I have received is that there 
are 2,300 inde ‘pendent producers. Is that an accurate figure ? 

Mr. Dairy. Twenty-three hundred have filed rate schedules, and 
as pointed out, by administrative action they have eliminated the 
necessity for those behind the processing plants and those in unitized 
shields from filing rate schedules. 

Mr. Truromas. Here is one field unitized which may have 500 small 
producers and on your books he is counted as 1. 

Mr. Yares. Is that correct? 

Mr. Datry. Yes. 

Mr. Yates. Do you know how many producers there are in the 
unitized field ? 

Mr. Darxy. No. They are required to be listed. 

Mr. Yates. Therefore, are not those who are in the unitized fields 
included in the 2,300? 

Mr. Datey. They are not counted. 

Mr. Kuykenpauu. Just the unit operator. 

Mr. Yates. Will vou furnish for the record, then, on the basis of 
what. your records show, the number of actual producers who are in 
the unitized fields so that we do have an accurate figure as to how many 
so-called independent producers of natural gas there are? 

Mr. Puiewies. cay you do that? Does he have that figure? He 
said they filed it, but do you have the figure extracted to give Mr. 
Yates? 

Mr. Darry. We have not accumulated it. We would have to pick 
it out, 

Mr. Yates. You do have it available on your books? 

Mr. Daxry. It is there in the filings and we can add them up. 

Mr. Karina. That will only be those filed with the Commission. 
There may be others which have not filed. We have not gone out 
to find if there are others. We do not know. We can just give you 
the total snnhien of independent producers included in filings made 
with the Commission. 

Mr. Diesy. Bureau of Mines put out a statement that there are 
8,000 independent producers selling gas in interstate commerce. 

Mr. Yates. 8,000? 

Mr. Diesy. Yes, sir. 

Mr. Yates. When did the Bureau of Mines issue the statement ? 

Mr. Diasy. Some time ago, a few months ago. 

Mr. Yares. How did the Bureau of Mines get this figure? Is it 
required to assemble this data ? 

Mr. Dicey. I do not know. I could not answer that. 
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Mr. Kuyxkrnnatyi. I have seen some of their publications. They 
get out a lot of data on natural gas as well as other minerals. 

Mr. Yares. I would like to find out whether that includes all pro- 
ducers or whether it is just the so-called independent producers. 
The chairman indicated that he thought included in that 8,000 figure 
were some so-called independent producers that were not engaged in 
interstate commerce but selling gas in intrastate commerce. 

Mr. Puiiuies. I am not sure, Mr. Yates, that you are going to get 
a figure you think you are getting. I think you are going to get a 
figure that might be dug up from the records, but that you will not 
be sure then that it is the number of independent producers. 

Mr. Kuykenpai. It is a variable figure. Some days their gas 
goes into interstate commerce and other days not. 
Mr. Yates. They would be subject to the act ? 

Mr. KuykKenbaLL. Yes. 

Mr. Yates. The reason for my question is that as of this time you 
are pie to regulate these people. ‘Therefore, you need funds 
for the purpose. I want to find out just how many people you have 
to regulate in order to comply with the provisions of the law. 

Mr. KuyKkenpauu. If we continue our present practice, and I believe 
it is perfectly lawful and I believe it accomplishes all the regulation 
that the law wants, the figure will not be 8,000 for the reasons that 
Judge Digby and I have just explained. 

Mr. Yares. What is your present practice? What do you do with 
respect to regulation of independent natural-gas producers who sell 
gas in interstate commerce? What is the regulation you give them 
at the present time ? 

Mr. KuyKkenpatu. They are required to obtain certificates of public 
convenience and necessity except for these instances I have just men- 
tioned where they are behind the unit operator or the processor. 

Mr. Yates. You know about those who are behind the unit operator 
and processor so that if need be, you can step in there; is that correct ? 

Mr. Kuykenpatu. I do not think we know them all. Mr. Daley 
indicated we were requiring the processor to list ea people who had 
an interest in the proceeds he obtained from sale of ga 

Mr. Yares. Unitization will not affect your shaihin of rate super- 
vision or control; will it? 

Mr. Kuykenpbau. No; because there the unit operator sells and they 
all divide the money pro rata. We concentrate on him. 

So the unit operator has to get a certificate of public convenience and 
necessity and then, of course, all these companies, independent pro- 
ducers, who sell gas in interstate commerce must file their rate 
schedules with us and their rates are subject to our jurisdiction. 

Mr. Evins. I agree with Mr. Yates that it seems highly important 
that we have a firm figure as to number of independent gas producers. 
We have references on the floor as to 8,000, 9,000, and 11,000; another 
statement from members of the Interstate and Foreign Commerce 
Committee indicate another number of producers; we have your state- 
ment today that there are 2,500 independent gas producers. I think it 
is incumbent upon the Federal Power Commission to give us a firm 
and correct figure in order that we may have the cor rect information 
that seems so important in this matter. 

Mr. Putiuirs. Do you call the unit operator 1 or 500? 
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Mr. Evins. Even if we have 500 being associated as 1 unit operator 
we should have this information. 

Mr. Puitirns. The Commission does not regulate the 500. Would 
t not give a wrong impression ¢ 

Mr. Evins. The Commission should give an explanation of } 

Mr. Yates. The figure that has been given of 8,000 and hone has 
been given for the purpose of showing that this is an unreasonable 
number to place under regulation. The Commission now says to us 
that this figure is 2,300 independent producers that they have to regu- 
late. This may be made up of unitized companies. Insofar as the 
independent producers who are united in the unitized company are 
concerned, apparently there is no need to regulate them; but rgeulat- 
ing the unitized company itself will suffice for purpose of the pro- 
visions of the Gas Act. 

Mr. Kuykenpauu. We believe it will and will protect the public. 

Mr. Yares. In that way, is the unitized operator required to file a 
tariff of rates? 

Mr. Kuykenpau. Yes. Well, there are complications about this. 
If you want to hear some ? 

Mr. Yates. I would love to hear some of your problems. 

Mr. Kuyxkenpatu. Rather than some of these people behind the 
unit operator or behind the processor being pleased with our decision 
toe ‘liminate them, they are worried and objecting to it for tax reasons. 
They fear that if they do not file their own rate schedule and get their 
own certificate, that the whole operation may be taxed as a corpora- 
tion rather than each one being able to pay his own individual taxes. 

So we hope that that can be ironed out but it is not settled yet. 
Many of them whom we thought would be relieved that we were not 
going to bother about them personally are objecting to it. 

Mr. Yarrs. Does the unitized operator have the right to fix the 
rates for all the members of the unit? 

Mr. KuyKenpatu. Yes, if we had cases where he did not, then, of 
course, we would have to go behind that and fix each one. 

Mr. Yates. You are saying he does not have the right in all in- 
stances ? 

Mr. Kuyxenpatu. In the cases where we do it he does have the 
right. 

Mr. Garcuet.t. The nonoperators, these people who are behind the 
operator who fixes the price, receive a right to withdraw their gas in 
kind and enter into their own agreement if they want to and they must 
preserve that right in order to avoid this tax lis ability the chairman 
referred to. It is a very serious legal problem for them and one we 
have been trying to work out with ‘the Bureau of Internal Revenue. 
We think we have an answer to it which, if it suits the Bureau of 
Internal Revenue, we can submit to the Commission and relieve all 
these nonoperators of the legal necessity of filing. 

Mr. Yates. That is the only restriction upon their supply of gas? 

Mr. GarcHeELL. Yes. 

Mr. Yates. Can the people, ithe producers behind the unit operator, 
withdraw their supply of gas? 

Mr. Kuyxenpaun. Yes; most all have a provision that they 
might 

Mr. Tuomas. It is a matter of contract between parties. 
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Mr. KuyKenpDALL. Yes. 

Mr. Yates. What about section 7 of the Federal Power Act? 

Mr Diesy. Not abandon. 

Mr. Yates. Are they not subject to the provisions of the act ? 

Mr. KuyKenpauw. That is an academic question because of they re- 
fuse to let their gas be sold others will sell it and will be draining 
their wells. 

Mr. Yates. 7 (b) says they cannot witdraw service without ap- 
proval of the Commission. Is that correct ? 

Mr. Diesy. That is undoubtedly correct. I do not think there is 
question about the nonoper: ating owner being able to abandon service 
because the service is the gas th: it was covered by the contract of the 
operator to the pipeline and no one has the right to abandon that 
service. 

The nonoperating owner who is not a signatory party and who has 
not been required to get a certificate or file a rate schedule under his 
operating agreement, has the right to claim his gas in kind. That 
is the right of the operator to sell and to file his rate schedule. 

In that case he would have to come in and apply for his own certifi- 
cate and file his own rate schedule, but he would not have the right 
to abandon. : 

Mr. Yates. Suppose each of the members of the unit wanted to do 
that! 

Mr. Diesy. They could all do it. 

Mr. Yates. Do they do that without approval of the Commission ? 

Mr. Dicpy. Yes: the ‘y can. 

Mr. Yates. Counsel disagrees with you. 

Mr. Puiniures. Not abandon. 

Mr. Dicsy. No. Under their operating agreements they can claim 
their gas in kind without approval of the Commission. 

Mr. Yarrs. Once having entered into the sale of gas in interstate 
commerce, they withdraw that gas without the consent of the Com- 
mission ? 

Mr. Dicey. They cannot. 

Mr. GarcHeLh., One is a contract right between operator and non- 
operator. That is something over which we do not have control. The 
other is their liability under the act. because they are subject to the 
act. 

Mr. Yates. Insofar as their contract rights between the operators 
themselves, you are agreed they can withdraw from the pool if they 
have that contract reservation, but they owe a duty under provisions 
of the Natural Gas Act to obtain approval from the Commission if 
they propose to withdraw their gas from further distribution 

Mr. Garcuety. That is right. 

Mr. Kuyxkenpauu. Do we have the list of all those in the unit in 
unitized operations / 

Mr. Karuna. Yes, sir. 

Mr. KuyKeNnDALL. We can give you what information we have. 
do not know whether it will be a firm answer. 

Mr. Yares. The firm answer is this, 1 think. I am very serious 
about this matter. 

There is so much ambiguity and doubt cast on this subject that I 
think we ought to once and for all put an end to it. You have repre- 





sented to this committee by your statement on page 74 that inofar as 
you are concerned, the job of regulating the independent producers 
means regulating 2,300 of them. “Is that correct / 

Mr. Kuykenpa.Lu. Of course, they are not stable like utilities. 
The re may be several hundred new ones starting in business within 
the next couple of months or some dropping out. 

Mr. Tuomas. Some recent date / 

Mr. Yartrs. As of when this was prepared / 

Mr. KuyKenpatu. That is the number we knew we were regulating. 

Mr. Yates. Do you know of any that are not being regulated ¢ 

Mr. KuyKenDaLL. We have not been able to go out and search for 
those people. We have been busy regulating those we do know about. 

Mr. Tuomas. Does it not add up to this: The least number will be 
the figure you put in. Once they start giving service they cannot quit 
giving service without that paper from the Commission—and I do 
not think the Commission is about to give them that. So if they 
want to exercise their contract right with their partners in the pool, 
they can get out of the pool, not take their gas out, but they can 
separate from the managership and go right back to the Commission 
and get their own certificate. So the number will not go down but 
the possibility is it can go 2 or 3 times higher. 

Mr. Yates. Is it 2 or 38 times? How many times is it? The only 
way we can know that is by the figure Mr. Daley is going to give Us. 
And as of this time the Chairman and the Commission represents to 
this committee that they have a job of regulating 2,500 independent 
producers which may get larger. They do not know. 

Mr. Putuirs. I guess it could go twice or three times as many. 

Mr. Yatrs. Depending on how many are in the units, providing 
they all withdraw. 

Mr. Puitures. Providing the Commission found a number that had 
not come in voluntarily, which is not too likely. 

Mr. KuyKENDALL. A lot of little producers do not know where their 
gas goes, they do not know whether they are selling in interstate com 
merce or not. 

Mr. Yates. How many people did you add to the job of regulating 
the gas industry last year? 

Mr. Puinips. Excuse me. If the little gas producer turns his gas 
into a pool and he does not know whether it flows into interstate com 
merece or not, how will the Commission know 4 

Mr. Kuyxenpaui. This producer, if he is conscientious—and many 
of them are—asks the pipeline company where his gas goes. We 
have had cases, I recall, where a little producer filed for certificate 
and later wanted to withdraw it because he determined his gas did 
not go into interstate commerce. 

Mr. Dieny. Mr. Daley just told me he thought just as an estimate 
there might be 2,500 that are not listed in this 2,300. 

Mr. Yates. 2,500 independent producers who are members of the 
units ? 

Mr. Diepy. Yes. 

Mr. Datey. Filings have been made on their behalf. We have 
cards on them. 

Mr. Yates. Whatever figure it is, Mr. Daley, we want to know what 
that figure is, whether it is larger or smaller than that. I would think 
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the Commission would represent what the figure is in order to show 
us the type of operation they have for which they need funds. Pre- 
sumably when you come to us and tell us you need enough funds to 
take care of 2,300 independent producers, that is the extent of your 
job. Now, after some cogitation, you think it may be higher. I 
would like to know what the figure is. 

(The information requested will be submitted to the Committee.) 


PERSON NEL ENGAGED IN GAS REGULATION WORK 


How much money did we authorize, how many people did we au- 
thorize you to employ last year in the job of eeiiaatier the gas 
industry ? 

Mr. Domers. 304. 

Mr. Yates. How many did you hire? 

Mr. Domers. 304 is commissionwide. That includes hearing exam- 
iners, attorneys, engineers, and what have you. 

Mr. Yares. All for the gas industry ? 

Mr. Domers. Yes, sir. 

Mr. Yatrs. How many did you hire? 

Mr. Domers. Do you have that figure, Mr. Lindsay ? 

Mr. Linpsay. Comparable figure w ould be 280.9 for 1955. 

Mr. Domers. How many of this 304 do we have on duty today? 

Mr. Linpsay. I do not have that breakdown. We have increased 
63 employees over the past 8 months. We have been actively recruit- 
ing under the increased funds. 

Mr. Yares. I did not hear you. 

Mr. Lrnpsay. We have increased a net of 63 employees over the past 
8 months, when you gave us the supplemental of a hundred thousand 
in May of last year. In our buildup we have added 63 employees to 
the staff. The bulk of those have been in the natural-gas work. That 
was the area where we got our increase. 

Mr. Yates. You have only added 63 since we gave you the addi- 
tional authority and not all of those were applic able to the natur al-gas 
department ? 

Mr. Linpsay. I would say substantially they were, but I do not have 
a precise breakdown. 

Mr. Domers. We are within 17 of that. 

Mr. Yates. Of what? 

Mr. Domers. The 304. 

Mr. Yates. You say 63. 

Mr. Domers. Sixty-three total recruitment. We have had some 
losses during that time. So that right at the moment we are within 
17 of that 304 figure. 

Mr. Kuykenpauu. Leaving about 287. 

Mr. Yates. That is for the Natural Gas Division ? 

Mr. Domers. Commissionwide gas activities; yes, sir. 

Mr. Yates. Only natural-gas activities? 

Mr. Domers. Only natural-gas activities. 

Mr. Yates. Are you having trouble getting manpower ? 

Mr. Domers. Yes, sir; we are having ‘trouble getting qualified engi- 
neers. 

Mr. Yates. What about accountants? 
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Mr. Katina. We are having no trouble getting accountants. 
P 

Mr. Gates. Our Division only had 1 or 2 recruited. 

Mr. Katina. We are having no trouble getting accountants. 

Mr. Yares. Is that not the main bulk of regul: ating the industry, 
accountants rather than engineers? 

Mr. Domers. No, sir. 

Mr. Yates. What is the job of regulating with respect to rates? Do 
you make an appraisal in the field or is it based on original cost ¢ 

Mr. Kanirva. We make a study of the company’s books and audit 
of the books by the accountants. The engineers make their appraisal 
of the operation and they develop the cost of service information from 
the audit information the accountants have given them and the engi- 
neers also develop rate structure and rate form. 


BASIS FOR RATE DETERMINATIONS IN ELECTRIC AND GAS INDUSTRIES 


Mr. Yates. I do not understand one thing. In your justification 
you speak on page 29 and in the earlier and later pages of developing 
the rate base for your electric companies. Is it a different procedure 
that you follow with respect to the gas companies ¢ 

Mr. Katrina. No, sir. 

Mr. Yares. Is not your rate base for your electric companies almost 
entirely one ‘based on book values really on the determination of 
original cost and depreciation ¢ 

Mr. Katina. That is right. 

Mr. Garcnets. I think we m: iy be giving you a misleading impres- 
sion. The electric companies we speak of are those engaged in inter- 
state transportation of electric power. We have applied the system 
of accounts to operations of interstate pipeline companies engaged in 
the interstate transmission of gas and that means approximately 115 
interstate companies. That sy ystem of accounts has not been applied 
to the independent producers as yet. 

Mr. Yates. Why not? 

Mr. GarcuetLt. Mr. Chairman, do you want to answer that? 

Mr. Kuykenpbatu. I would say this: That the time is not ripe to do 
it because in the first place we do not have the personnel, and I do not 
know when we will, to give them the assistance and guidance they 
would need. We have not a hundred-plus companies but at least 
twenty-three hundred or so of them to enforce it on. Many of them 
are little fellows with their office in their hat, perhaps. 

Mr. Yarres. What do you do with respect to the pipeline companies ? 

Mr. Kuykenpaty. We enforce it on them. 

Mr. Yartrs. What is the basis for fixing rates to the pipeline com- 
panies? Is it ace ounting, engineering or Doth ¢ 

Mr. KuyKenpait. Both. 

Mr. Garcue.y. Net investment rate base we use for the electric 
companies, is also applied to the interstate pipeline on 

Mr. Yates. To the pipeline companies who transmit natural gas? 

Mr. Garcuet, That is right. 

Mr. Yates. What do you do to fix rates of the so-called independent 
producers? How do you know whether they are overcharging or 
undercharging or what? 

Mr. KuyKkenpau. To start out we had them all file their going 
rates as of June 7, 1954, the date of the Phillips Supreme Court de- 
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cision. Many of those rates are still in effect and have not, been in- 
vestigated. We have started investigations on a number and we have 
suspended a great number of increases and are investigating those, 
but I brought out this morning that the Commission has not yet made 
a final determination of just and reasonable rates for an independent 
producer. We have two cases now where two examiners have given 
their decisions and exceptions will be filed against those and those 
will soon be before the Commission, and we have a number of others 
coming on, but we have not yet decided a rate case among independent 
producers. 

Mr. Yares. The position taken by the Commission in respect to 
the pipeline companies in est ablishing rates based upon original cost 
depreciated have been sustained by the Supreme Court; is that right ? 

Mr. KuykenpaLL. Yes. 

Mr. Yares. If that is applicable to pipeline companies, why is it 
not equally applicable to the independent. producers / 

Mr. KvuyKkenpaui. It may be applicable to them as a matter of 
law; but I for one—and I am sure at least a majority of the Commis- 
sion—are very dubious about the results we will get from using that 
method. 

Mr. Tuomas. They are two distinct animals. 

Mr. KuykEnpDaAtL. Yes, sir. You might say that. 

Mr. Yares. Why are they two separate and distinct animals? 

Mr. Kuykenpauu. The pipeline companies are rendering a ser arvice, 
transportation service. 

Mr. Yares. Your pipeline companies own their own reserves and 
dig their own wells? 

Mr. KuykEnpDALL. Some do. 

Mr. Yares. You regulate them on those on rations ? 

Mr. Kuykenpatu. Yes. 

Mr. Yates. You valued their reserves and valued their operations 
and you keep a constant check on their costs. 

Mr. Kvuyxenpatn. The Commission does that. The majority of 
us on the Commission do not think that is sound as to the production 
phase of pipeline company operation. 

Mr. Yares. Was not the decision just set aside—what was the deci- 
sion ?—Panhandle Eastern was just set aside by the courts, was it not? 
You left the methods that had been approved by the Supreme Court 
of the United States of original cost—what was the holding of this 
circuit court ? 

Mr. Kuyxenpaty. The circuit court. apparently left us with the 
method the Commission used to use and also left us with the method 
we proposed to use, provided sufficient findings were made or new evi- 
dence introduced so the findings can be m: ade to show that any devia- 
tion from the rates derived by the original cost formula is proper. 
Which makes quite a problem. I do not know just what the findings 
or evidence should be. 

Mr. Yares. Insofar as activities of pipeline companies are con- 
cerned, over and above the transmission of the gas—I speak specifically 
of their exploiting gas reserves and drilling “wells—y ou do regulate 
that, do you not? 

Mr. Kuyxenpatu. Yes. If the pipeline company is in that business 
also, we do. 
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Mr. Yates. Are they not, as a matter of fact ¢ 

Mr. KuykKENDALL. Some are. 

Mr. Yares. A great many. Panhandle Eastern, for one, is in that 
business. 

Mr. Kuykenpa.i. A lot are not. 

Mr. Yares. A lot are just transmission companies with no reserves, 
but a number have reserves and you have been regulating them ¢ 

Mr. KuykKenpau. Yes. 

Mr. Yates. On what basis have you been regulating them; on the 
basis of original cost and depreciation ¢ 

Mr. KuyKenpaun. U p until the Panhandle decision. 

Mr. Yares. And the Supreme Court of the United States, in the 
race of protests by the Panhandle Eastern Co., on several occasions 
<ustained the Commission; is that correct ¢ 

Mr. Garcne.n. In the face of protests by Panhandle and others, the 
Commission has been uniformly sustained. But there is a vast dif 
ference between producing companies and production operations of 
the interstate pipeline companies themselves. A pipeline company 
that does nothing but transport merely renders a service. A produc 
ing company, an independent producer, supplies the commodity, and 
there is no commodity value recognized in the cost basis as applied to 
their rate fixing. 

So in Panhandle Eastern’s case the Commission applied — — 
that represented a commodity value for the gas produced by Pan- 
handle from its own fields and gave Panh: indle the aiahaade average 
lield price of its own produced gas. 

The court of appeals said the Commission was in error in that be 
cause it had not compared that field price formula, the result reached 
by the field price formula, with the result applied to the produced gas 
of Panhandle computed on the net investment theory that it applied 
to the rest of the operations of Panhandle and therefore said the Com- 
mission should make findings to see whether it was too high or too low, 
and if it was too high, whether it was just enough to enable them to 
carry on exploratory operations. We have asked for rehearing and 
the court has not ruled on the rehearing. 

Mr. Yates. With the meager experience I have in the utility field, 
i was under the impression that the railroad and utility commissioners 
of this country favored the use of original cost depreciated as the 
basis for regulating utilities. 

Mr. Garcuett. Most of them do, but all of the States do not. 
Pennsylvania, for example, uses the fair value. 

Mr. KuyKkenpa.u. I believe Illinois, too. 

Mr. Yates. With respect to what utilities ? 

Mr. Garcuetn. All their utilities. 

Mr. Yates. You mean reproduction cost ? 

Mr. GaTrcHe.u. Yes, sir, on a fair value basis. The old Smythe y 
Ames rule. 

Mr. Yates. Did they always follow Smythe 

Mr. GatcuetL. Yes. Most States use the prudent investment 
theory. 

Mr. Yates. As a matter of fact, Federal Power Commission started 
it ¢ 
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Mr. Garcnet.. They were the pioneers and were the first ones to 
obtain Supreme Court affirmance of their use of it. 

Mr. Yares. You are leaving it to the gas industry now ? 

Mr. GatcHeLL. As to produced gas alone. . 

Mr. Tuomas. Are there not distinctions between producer and pipe- 
line? A pipeline is a transporter and to a certain extent a warehouse- 
man. He has taken possession of gas, transporting it, at the end of the 
journey he is guaranteed so much for his service. He is a service man. 
Here is the independent producer and if you put the same yardstick of 
cost to him that you do to the pipeline company, he drills 4 or 5 dry 
holes, do you give him the full value of the cost and everything ? 

Mr. Yates. Suppose a pipeline company drills dry holes. Do you 
give him full value ? 

Mr. Garcue.i. The Commission gives him what it cost him. 

Mr. Diary. I believe, Mr. Yates, on this question of investment cost 
rate base for independent producers, it is not as simple as applying it 
to interstate transmission lines. 

Mr. Yates. Why? 

Mr. Dicpy. I will tell you some of the reasons why. In the first 
place, the question of what costs are you going to base iton? Are you 
going to base it on the one well the man is selling from to the Tennessee 
Gas Transmission Co.? Are you going to base the cost on the reser- 
voir, all his expenditures from the particular reservoir or field or 
interstate or nationwide or internationally? A lot of the independent 
producers operate internationally. If you are going to set up a cost 
rate base you first have to determine what cost you are going to consider 
in calculating that rate base. 

Now another situation. These 2,500, possibly 2,500, independent 
producers who have not filed for certificates and who have not filed rate 
schedules but are working interest owners in unitized operations, in my 
State we have the conservation law which provides for one-well units. 
A unit is described as being the largest area that can be efficiently and 
economically drained by one well. It may be 640 acres in the gas field. 
Many ofthemare. It may have 4, 5, or 6 or 8 companies owning leases 
in that 1 unit. Only one well can be drilled. It has one operator, 
either agreed to in a conventional operator’s agreement or named by 
the conservation commission. 

Now, of these 5 or 6 different companies who own leases in that 1 unit, 
each one of them would have a different cost rate base and there you 
might have 5 or 6 different rates for the gas coming out of 1 well. 

Mr. Yarrs. The unit operators? 

Mr. Dreany. Yes, sir. Where you had a unitized reservoir with a 
hundred operators you could easily have a hundred different cost rate 
bases for the gas that was being sold by one operator. 

Mr. Yates. Commissioner, have not the various utility commissions 
in the country had problems almost as complicated ? 

Mr. Diepy. No. 

Mr. Yates. Wait a minute. Let me finish—problems of joint cost 
are almost as complicated as that? To my knowledge there have been 
commission decisions affected by problems of joint costs and they 
have always managed to find a reasonable method of allocating joint 
costs; and if they have not, the courts threw out their decisions and 
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started them over again. I hoped to find out whether the Commis- 
sion has taken any steps to try to establish such a base. 

Mr. Dicpy. In some instances we have. The staff looked into some 
and some would surprise you. Our investigation, I understand, has 
indicated that some of the biggest producers are selling gas below a 
reasonable return on a cost rate base. You take all of the producers 
in the Appalachian area on a cost rate base now could not sell their 
vas for less than 25 to 30 cents. That would be the actual cost rate 
base of any gas in the Appalachian area. That is because those are 
old fields, and there is peripheral drilling that is very expensive for 
the amount of gas recovered, pressure is low. The same situation 
will overtake the southwest producing areas at some future date. 

Mr. Yates. When you speak of a ‘reasonable return, what is the 
reasonable return you have in mind? 

Mr. Dicey. I would not know, personally. I cannot conceive of an 
independent producer who uses his risk capital to go out and explore 
for gas being placed on a reasonable return, whether it be 9 percent 
or 6 or 15, because it just would not operate as a pre actical proposition. 

Mr. Yates. Commissioner, you just stated 

Mr. Diesy. I want to say this, Mr. Congressman, if you expect the 
Federal Power Commission to regulate all of the independent pro- 
ducers on a cost rate base, strictly, this appropriation that is being 
asked for here would not be a pittance. 

Mr. Yates. Why? They are required to file a rate base, are they 
not? Before I ask you that question let me go back to the previous 
question. 

You stated a number of producers are not getting a fair return and 
you cited the Appalachian fields. I asked you what a fair return was 
and you did not say. You must have had some idea in mind if you 
stated they did not get an adequate return. 

Mr. Dicey. Say 9 percent. 

Mr. Yarers. Do you consider 9 percent—— 

Mr. Diesy. No. I do not think there is any such thing as a reason- 
able rate base, cost rate base return, for independent producers. 

Mr. Yates. How can you say it is not a reasonable return ? 

Mr. Dicey. You would have a different rate for half a dozen differ- 
ent companies producing from the same well and it just would not 
inake sense. 

Mr. Yates. Under the law you are required to establish a fair rate 
of return for these people, are you not? 

Mr. Diexsy. No, sir. 

Mr. Yarrs. What are you required to figure under the law for inde- 
pendent producers? What is the basis for your rate regulation of 
independent producers ? 

Mr. Dicry. Just a reasonable rate. Not arate of return. You were 
questioning, Chairman Thomas, about the difference between the in- 
dependent producer and the interstate pipeline company. An inter- 
state pipeline company by its nature is a public utility and it is clothed 
or protected by our rules and regulations as a utility. 

Mr. Tuomas. Right of condemnation and everything? 

Mr. Diery. Yes, sir. I do not know of any benefit the Federal 
Power Commission can give to an independent producer in return 
for regulating him. That is a benefit of protection as a public utility. 
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enough. 

Mr. Dicsy. They are selling on their contract price. 

Mr. Yares. I know, but presumably if they are subject to regula- 
tion under this act, they are entitled to get a reasonable rate of return 
that. will permit them to stay in business. 

Mr. Dicsy. They are getting that contract price. The chairman 
told you we have not fixed any independent producer’s rate. 

Mr. Yarers. What are you going to do? I must confess T am up 
in the air, As I understand the Natural Gas Act, the Commission 
is required to fix the rates to be charged by the independent producers. 
How do you propose to do it ? 

Mr. Diepy. We have made no definite policy determination. 

Mr. Yarrs. You have had more than a year and a half since the 
Phillips case, you have had a year and a half since the Phillips case 
and you had a case around 1950 followed by the so-called Kerr bill. 


What was the decision that indicated the independent producers were 
subject. to regulation ? 


Mr. Diesy. The Phillips ease. 

Mr. Yares. You have had about 5 years to think about it and you 
had a case in which you invited everybody in the country to tell 
vou what their ideas were. We are going to give you money to 
conduct the job that is yours under the Natural Gas Act. How do 
vou propose to do it ? 

Mr. Diery. I hope we will do it with judgment and discretion 
within the framework of the law, but I do not hope nor see any possi- 


bility of figuring cost base rates for independent producers. TI see no 
hope of that. 


Mr. Yarrs. How are you going to do it? You have : 
Will you wait for the Harris Act to be passed again ? 

Mr. Diary. No, sir. We did not wait for it this time. 

Mr. Yares. How are you fixing the rates, how do you know the 
rates they are charging are reasonable? 

Mr. Diewy. Under our regulation whatever they were charging on 
June 7 became the original rate which was not subject to suspension. 
Any increases since that time have been subject to suspension and 
depending on the justification that is filed with the increase as to 
whether or not it was reasonable. 

Mr. Yarrs. What is to prevent you from making the same execn- 
tive order next September? You can do that and get out of the 
regulati ion job. 

Mr. Digsy. No. I take from that argument that we should have 
gone back to "3 passage of the act in 1938 instead of June—— 

Mr. Yares. I do not say that. I am trying to find out what the 
Commission proposes to do by way of regulation. T have not been 
able to find it out. How are you going to fix the rates? You have 
the job of fixing fair and just rates as you stated. How are you going 
to do that? 

Mr. KuyKenpbah. I will endeavor to answer it. I don’t think that 
anybody knows. I do not think members of the Commission or the 
staff know exactly how we are going to do it. I will say this: That 
I do not think that any just criticism can be leveled at the Commis- 
sion for that condition. I might say that after the Natural Gas Act 


i job to do. 





Mr. Yates. You just stated the Appalachian producer is not getting 
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was passed in 1938, which at that time was deemed to apply only to 
pipelines, it was 2 years before the Commission decided its first rate 
case. 

Mr. Yarrs. You say it was deemed to apply only to pipelines at 
that time. The Supreme Court disagreed. 

Mr. Kvuykenvati. Thatisright. We will as indicated earlier have, I 
think, between 10 and 20 cases that are ready for Commission deci 
-ion or perhaps will be decided by the Commission by the time the 2 
years have elapsed. We have some very difficult problems and we 
confess that we cannot give you off-the-cuff answers. 

Mr. Yates. I do not think there is a question but what you have 
difficult problems. ‘This is a technical organization, however, and 
it is supposed to be able to cope with these difficult problems. 

Mr. Connotr, On the merits of this presumed controversy between 
one method of fixing rates and another, I would suggest this to you. 
The business of fixing a just and reasonable rate involves a good many 
factors, one of the important ones being the amount of money in- 
vested. In your experience in the regulatory field I am sure you 
have come across administrative agencies such as Interstate Com- 
merce Commission which fix thousands and thousands of rates each 
vear, sir, for thousands of transportation companies without any 
idea of what that company’s rate base is. In other words, the operat- 
ing ratio theory has achieved Supreme Court recognition as a valid 
means of fixing rates without regard to the investment of the com- 
panies whose rates are being fixed. 

Mr. Yates. When you say the opposite, you mean fair value. 

Mr. Connor. I don’t believe I said, “opposite”. T said the operat- 
ing ratio theory. In the transportation business risk is a function 
of the money used, the operating expenses, rather than capital em- 
ployed. Now whether or not the business of producing and supply- 
ing natural gas is in that category or in some other category is, as yet, 
unresolved. The original cost concept may be the one, or operating 
ratio theory or some thing akin to it may be the one. 

Mr. Yates. If I may interrupt, the Supreme Court in the case of 
pipeline companies who owned their own reserves held that original 
cost depreci iated was perfectly proper in terms of regulation. 

Mr. Connotr. That is right. 

Mr. Yares. It has been the standard Commission approach for the 
many years I knew of the Commission’s activities. In the Panhandle 
Eastern case it was the first time the Commission deviated from that 
approach to the best of my knowledge. 

Mr. Connotr. That is why I say it may well be the answer. 

Mr. Yarrs. The Commission does not want to go back of that 
approach ? 

Mr. Connor. Well, I do not want to give you any idea I am taking 
one position or another; I merely want to suggest one of the reasons 
why the Commission has not made a policy determination. 

Mr. KuyKxenpati. If I might supplement that statement a little 
bit, I do not know whether you understand fully what Judge Digby 
was saying or not. We know now, for instance—and I wish you 
would not ask me the name of this company—but we have studied 
one of the large producers and there will be a hearing on it before 
Jong. 
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The staff records indicate that that company would require a good 
many million more dollars revenue annually to get a 9-percent return 
on its original cost investment that it is now getting. It is one of 
the big companies. 

Mr. Yarrs. Yes. 

Mr. KuyKkenbatu. I would certainly be reluctant to give that com- 
pany any additional revenue. It isa fact that there are many of these 
people in Texas, as the chairman knows. 

Mr. Yares. I think most of them are there. 

Mr. KuyKenpauti, A farmer may own a farm on which gas or oil 
was discovered. He gets a royalty from it. If he should take his 
gas in kind and sell it, under the original cost concept, he would have 
no rate base, because he did not put a nickel into his gas investment. 
Would the courts uphold us if we were to say he should get nothing 
because he has no investment in it? This original cost theory could 
produce absurd results. 

Mr. Yares. Is the farmer subject to your regulation ? 

Mr. Kuyxkenpatt. If he sells his gas separately—sells it in inter- 
state commerce. 

Mr. Yates. Where he gets a royalty for it, is that in interstate 
commerce { 

Mr. Kuykenpbatu. If he sold it separately. 

Mr. Yarres. He has sold his interest to a company and in exchange, 
he receives a royalty. 

Mr. Kuykenpat. If the arrangement is to dispose of his own in- 
terest separately. He would take it and would sell it to a buyer. 

It is not a simple matter. 

Mr. Yares. I agree with you that it is not a simple matter. The 
Federal Government, knowing it is not a simple matter, has given 
the job to the Federal Power Commission to do it. So they say this 
is the technical agency that we established to do this job for us. I 
would like to see the job done and I am sure you can do it. 

Mr. Kuykenpatn. We are trying to do it. 

Mr. Yates. The question in my mind is whether you are doing it as 
expeditiously as you might do it. 

Talking about this company not getting 9 percent return, I know, as 
one who favors the Supreme Court decision, that I am not in favor of 
increasing inefliciency to compensate that company to give it a fair 
rate of return in order that it could obtain a reasonable return, even if 
it meant increasing the rates to the consumer 

Mr. Tuomas. What is wrong with getting the fair market. value? 

Mr. Yares. Because the fair market value is no price level. The 
fair market value is one price one day and an increased price the 
next day, and a decreased price the next day. 

Mr. Tuomas. Let them establish that. He is out 50 miles from 
Chicago in “Podunk” county. Someone has to step in and transport 
that gas. 

Mr. Yares. As I understand it, he has to be in the utility busi- 
ness 

Mr. Tuomas. He is not engaged in a utility activity. 

Mr. YAres. As I understand it, he has to be in the utility busi- 
nese 


Mr. Tuomas. No; he is not any kind of a utility man. 
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Mr. Yates. If he sells that gas and he brings it in from that field 
in interstate commerce, he is a public utility. 

Mr. THomas. He is not any kind of a oe man. 

Mr. Yates. If he sells that gas and he brings it in from that field, 
n interstate commerce, he is a public utility. 

Mr. Tuomas. It so defines him, but is he, in fact ? 

Mr. Yates. What makes him one, except the definition ? 

Mr. Toomas. There are a thousand and one ste ps between him and 
a tag man. The utility man is in Chicago. This man is a farm 

r all practical purposes and suddenly a big oil or gas well is a 
on his land, so what about the fair market value of it? That is the 
ensible answer to the whole thing. 

Mr. Yates. Off the record. 

(Discussion off the record.) 

Mr. Kuyxkenpatyi. Of course, that is not the Commission’s con 
sideration. Where he was born has no bearing on our work, and 
we are trying to the best of our ability to administer this respon 
sibility in a sound, sensible, and realistic manner. 

Mr. Tuomas. Mr. Chairman, I think Judge Digby is correct. in 
his conelusion. 

I would just as soon try to tame nine wildeats at one time. Here is 
your field out here, and some of the boys go out and pay so much for 
this lease and so much for that and some spend for this expense and 
others for that. Now, here is one that goes in and drills a dry hole, 
and that is going to disprove 2,000 or 3,000 acres all around here. 
This man put 8—X dollars into it and this man put 100—X dollars into 
it. How are you doing to figure out the base value of that in the are: 


around that dry hole which just proves the money he has put upt 
Somebody has to do a little euessing about it. 

Mr. Yates. Apparently 1 ‘ight now that is what the Commission is 
doing. They do not know just what the fair rates are. 

Mr. Tomas. T hey are just using a little common horse sense. They 
say under normal procedure you h: ad so much gas before this Supreme 
Court ruling. 


PROGRESS OF RATE CASES 


Mr. Gatrcuety. I do not think you can accuse the Commission of 
being dilatory in the way these things are handled or of being hap- 
hazard. The Commission set the first producer rate case down for 
hearing in February of last year. The company objected strenuously 
and said it was not ready to go ahead with a hearing. It requested 
the hearing be put over sever ral times. F inally, a hearing was held in 
the first case and others came up at about the same time. Since then, 
we have processed and filed examiners’ reports on a number of these 
cases and it is now approaching the time when the Commission will 
make its determination. You must go through that orderly process 
in order to develop the method and procedure. where the Commission 
will reach the objective analysis they should make. 

Mr. Yarrs. In this case to which you referred, will the Commis- 
sion come to some conclusion as to the estimation of a fair base for 
rates ? 

Mr. GATcHELL. I do not see how they can fail. They are in agree- 
ment on that, and they want to make a decision as soon as they can. 
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Mr. Yares. I remember last year when you came in and told us what 
your problems were with respect to the Phillips’ decision, and we said 
we appreciate what your problems are. We said you can hire as many 
people as you want to, to deal with the problem, and we will give you 
al Ithe money you need. I do not know what else we can do. 

Mr. Kuykenpauy. I think that is all you can do. 

Mr. Yares. In the hearings on the bill for 1955, at page 339, I made 
this statement to Mr. Smith— 
as I remember the debates on the Kerr bill, the cost of natural gas at that time I 
think varied between 5 cents and 7 cents 
in most of the fields, and I asked Mr. Smith whether prices were going 
up, and he said prices were going up as high as 16 to 20 cents— 
but the Gulf Interstate Co., which has a certificate to transport gas for the United 
Fuel Gas Co., the gas is purchased under contract that sets up a price of 16 to 24 
cents, the average being pretty close to 20 cents. 

Are the prices in the field still going up ? 

Mr. Kuykenpair. I do not think that they have gone up much since 
then. 

We have had a lot of rate increases filed with us. We have sus- 
pended many of them. Over all, the average is still under 10 cents. 

Mr. Dicny. It is a little over 9 cents. 

Under the old contracts, it is being sold for 3 or 4 cents. 

Mr. Yares. I did not hear you. 

Mr. Dicsy. Some of it in Louisiana, Oklahoma, and Arkansas is 
being sold as low as 3 or 4 cents a thousand cubic feet, much below any 
reasonable commodity price or field price for the gas 

Mr. THomas. When that gets to Chicago, New York, or Boston, 
they will get about $1.50 for it; will they not? They will get about 
$1.50 in Chicago. Do you know what you pay? 

Mr. Yares. Does that gas get all of the way up to Chicago, Il. 

Mr. Dicry. Yes. 

Mr. Kuykenpati. The staff has worked out a figure, and this is 
quite recently, of a pipeline sale, to pipelines, by produce rs in 1954, 
and the average price of it, according to this computation, is 9.9 cents. 

Mr. Yates. What was that 9.9 figure? 

Mr. Kuykenpati, The average price of gas sold to pipeline com- 
panies by producers. 

Mr. Yares. By producers ? 

Mr. Kuykenpauu. Yes; in 1954. 

Mr. Yares. All right. 

How are certificates approved now? Are they merely stamped 
“approved” and sent out or do you have any investigation at all of 
the applicants ? 

Mr. Kuykenpauy. Of producer applicants? 

Mr. Yates. Yes. 

Mr. KuykenpaLL. We require, according to our regulations, that 
they submit certain information in support of their applications, and 
then we are required under the law to give notice; we give notice of 
hearing on the application. If no one “objec ts, no one comes in, and 
the application is in order, we grant it. 

Mr. Yarrs. Do you actually give notice now ? 
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Mr. KuykenpDatu. Yes; it has to be published in the Federal Regis 
ter and it is mandatory that a hearing be held. 

Mr. Yates. That is, on all applications for individual gas certifi 
cates ¢ 

Mr. GaTcHeE.LL. Yes; the statute requires it. 

Mr. Yates. Does the statute require that there be an approved 
schedule of rates before you grant a certificate ? 

Mr. GarcHe.n. No, sir. 

Mr. Yates. It does not ? 

Mr. GatcHeti. No. 

Mr. Yates. They can charge anything they want to charge? 

Mr. Garcne.t. No, the Commission has not made a practice of mak- 
ing a determination as to the justness and reasonableness of the rates, 
but in at least one case, they did say they would not approve a certifi- 
cate unless the company filed a rate schedule proposing a lower rate 
than they actually proposed in the application. 

Mr. Yares. In your testimony, Mr. Chairman, you stated, I think 
it was by a 3 to 2 decision, that the Commission entered a decision 
permitting a settlement of some kind of a case where they charged 
less # 

Mr. Kuykenpau. Yes; that is just what Mr. Gatchell was talking 
about, and the certificate was granted. 

If the price the producer proposed to charge was found to be too 
high, the producer would not get a certificate. 

Mr. Yates. Is this done generally ? 

Mr. Kuykenpaun. Only that one time, but the majority of the Com- 
mission held that the Commission had the power to do that. 

Mr. Diesy. An examination is made in all certification cases, to see 
whether a determination is necessary. 

Mr. KuyKkenpatu. In other cases, the Commission specifically re- 
fused to insert such a condition. 

Mr. Yates. When they file a schedule of rates, do your investiga- 
tions indicate whether they are adhering to that contract price or a 
higher price? What do you do when you approve the initial sched- 
ule? 

Mr. KuyKenpatu. The initial schedule is the contract. 

Mr. Yares. The initial schedule is the contract itself? 

Mr. KvuyKkenpaty, Yes: and we have required them to file them ever 
since June 7. We also require them to submit their billings to verify 
what they were charging. 

Mr. Garcuenn. That is, as to independent producers. The pipe- 
line companies have rate schedules, and they are required to put them 
in tariff form. The independent producers are permitted to file their 
contract as the rate schedule. 

Mr. Yates. Do you receive any information at all as to the invest- 
ment of the independent producer ¢ 

Mr. Gatoueti. No. 

Mr. Yates. How is that? 

Mr. GatcHeLL. No; when the Commission suspends an independent 
producer’s rate in the few cases we have already been working on, 
it is then necessary for us to go out and get that information which 
we do. 
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Mr. Yates. Would it not be much simpler if you required them to 
file that information at the same time they file the initial schedule 
of rates? 

Mr. KuyKenpatu. No. I think that would paralyze the industry if 
we did that. 

Mr. Yates. You mean the companies do not know what they have 
invested in their operation ? 

Mr. KuyxKenpaty. Many of the small companies do not. Maybe 
they have drilled over a wide area. 

Mr. Yates. What about the large ones? 

Mr. KuyKenpauu. The large ones should have it. 

Mr. Yates. Do you require them to file it? 

Mr. KuyKkenpat. ‘Of course, they would have to extract it from all 
their records. Should we require them to file their investment in 
that area or the whole country ? 

Mr. Yates. What do you do with respect to the pipeline company ? 

Mr. KuyKenpatu. We do not require them to file any record of 
investment. 

Mr. Yares. You do not? 

Mr. KuyKenpatu. No. 

Mr. Yates. Do they not tell you what their investment is in their 
annual report ? 

Mr. KuyKenpauu. We have a pretty good idea of what the invest- 
ment of the pipeline companies are through their recent rate cases and 
reports they get out. 

Mr. Yares. But they are required to file annual reports with you, 
are they not? 

Mr. KuyKenpatn. Yes. 

Mr. Yates. So that you do know what their investment is? 

Mr. Kaniina. Yes, sir; we know. 

Mr. Yates. I would be surprised if you did not know what they were. 

The Phillips Co., for example, is an independent; is it not? 

Mr. Kauurna. Yes. 

Mr. Yares. It is not a small company ? 

Mr. Katina. No; it is a very large company. 

Mr. Yates. As a matter of fact, it is larger than some of your pipe- 
line companies which are required to be regulated ? 

Mr. Katrina. In capital investment it might be. 

Mr. Yates. So, if it is easy for a pipeline company to file an annual 
statement of its financial condition, it should be just as easy for an 
independent like Phillips to do it; should it not ? 

Mr. KuykKenpatu. Of course, we have to allocate between gas and 
oil in many cases, too. They are drilling for oil or gas, or both. 

Mr. Yates. That is true as well of the pipeline; is it not? 

Mr. KuyKenpatu. As to those who are in the production business. 






ADEQUACY OF BUDGET REQUEST 


Mr. Yates. Every year I ask you the question: Are you satisfied 
with the budget which is before us? 
Is there a sufficient amount in your request to permit you to carry 


out all of the functions that the law requires you to carry out in this 
budget ? 
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Mr. KuyKENDALL. My answer is “Yes,” and I have even a little more 
confidence in saying it than I had last year, due to our previous 
experience of being handicapped in getting personnel. We have re- 

cruited vigorously since our supplemental last spring, because we were 
confident that we would not only have that, but get an increased 
appropriation for the gas work for the current year. As I indicated 
to you, we can just about spend our appropriation and that includes 
the supplemental. 

Mr. Yates. I want to make clear, speaking as one member of the 
ommittee, that if you do not have enough money to carry out what 
you want to do, I would like to know about it, because interested as I 
am in carrying out the functions of the Federal Power Commission 

and the Natural Gas Act, I want to make sure that you can do it. 

I would not want the Commission to state that because of the inade- 
qu icy of appropriations, that you are hamstrung in carrying out your 

work. So, I ask you if there is additional money that you think is 
necessary to have in carrying out your functions ? 

Mr. KuyKenpatu. I believe it is what we can spend. 

Mr. Yates. The reason I say that is because I have a table on the 
regulatory agencies showing, among others, the Federal Power Com- 
mission and its appropriations and personnel, since 1931. 

For example, in 1941, the Federal Power Commission had 800 people. 

Mr. KuyKenpatu. I see. 

Mr. Yates. And an annual appropriation of $2,480,500. 

In 1956, it had 702 people with an annual appropriation of 
$4,650,000. 

for the same number of people, it costs them twice as much 
money to carry out the functions of Government in the present econ- 
omy. I just wondered whether or not you could cope with that eco- 
nomic problem and perform your functions with that number of 
people. 

Mr. Kuyxenpauu. Actually the big stumbling block is the limita- 
tion on what we can use or pay in the way of salaries. We are not able 
to compete with private industry for the skilled personnel we should 
ret. 

STATUS OF INDEPENDENT PRODUCER APPLICATIONS 


Mr. Yates. How a independent producers have you certificated 4 

Mr. KuyKenpatu. I do not know whether we have that figure by 
independent companies or not, because many times a company will 
have more than one certificate, but we can give you the certificate 
figures. 

Mr. Yares. Yes, showing how many certificates you have granted 
to independent producers. 

Mr. KuykENDALL. Yes, sir. 

Mr. Yates. On page 72 of the justifications, it is indicated that there 
is a backlog of 4,000 independent producer “grandfather” applica- 
tions to be disposed of as of July 1, 1955. 

Do you have any idea of what the present status is of those appli- 
cations ? 

Mr. Domers. Independent producer “grandfather” applications / 

Mr. Yates. Yes. 
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Mr. Domers. It is about the same. 

Mr. Yates. Still the same? 

Mr. Domenrs. Yes. 

Mr. Yates. You have not done anything with it ? 

Mr. Domers. What was that date, Mr. Yates? 

Mr. Yates. July 1, 1955. 

Mr. Domers. We have received additional ones since then. 

Mr. Yarrs. You have received additional ones ? 

Mr. Domers. Yes. 

Mr. Yates. Was there not a cutoff date? 

Mr. Katrina. We have been first taking care of applications which 
are filed requesting temporary relief in which there is some-hards ship 
on the part of the person making the filing, and then taking care of 
the new service applications filed. The last is the “er andfather” 
applications, because the Commission has said that until we issue 
those certificates, you can continue just as though you had a certificate. 

However, Mr. Gatchell and I have started a drive on the “grand- 
father” certificates and we are hopeful that in 1957, we will reduce 
that number down toa very normal number. 

Mr. Yares. Can you put into the record the number of applica 
tions you have approved, of the various types, emergencies, showing 
whether they are hardship cases, continuing service or “grandfather” 
applications ? 

Mr. Katrina. Yes, sir. 

(The matter referred to is as follows :) 


Independent producer applications June 7, 1954, to Feb. 1, 19 


mid ] 
| Exist “‘grand- | 
fathers”’ 


Total 


New servic 


Filed 

Disposed of 

Pending, Feb. 1, 1956 
Temporaries, approximately 


1 


1 Majority of those for which temporaries have been issued are in pending category. 
DISPOSITION OF GAS RATE-INCREASE CASES 


Mr. Yares. I asked you the last time about certain rate cases that 
were pending and the scheduling of the pending gas-rate-increase 
cases appears on pages 135, 136, and 137 of the hearings on this bill 
last vear. 

What changes have occurred in that schedule ? 

Have you disposed of any more of those cases or have additional 
cases been added to that schedule or what has happened ¢ 

Mr. Domers. I do not have that schedule before me here, Mr. Yates. 

Mr. Yares. Those were pending cases. I would like to know what 
happened to them, and whether or not additional ones have been 
filed. 

Mr. Domers. No; these were filed during the fiscal year 1954. 
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Mr. Yates. That was the latest schedule you had available at the 
time of the last hearing ? 

Mr. Katina. Would it be possible for me to refer to that schedule 
ind give by conclusions on it ¢ 

Mr. Yares. Yes. 

Mr. Kauuina. This schedule is obsolete. 

Mr. Yates. This schedule is obsolete ? 

Mr. Katina. Yes. 

(The following schedule was prepared for insertion in the record :) 
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Mr. Yarers. Has the Commission, of its own motion, filed any 
actions against any of these companies to reduce their rates, or have 
their actions been entirely with respect to applications for increases ? 

Mr. Kuykenpaut. No; we have done both. 

Mr. Yarrs. You - ave filed ac tions, on your Own motion, to reduce 
the rates of nat ural gas ¢ ompi nies ¢ 

Mr. KuyKenpaut. To i investigate rates. 

Mr. Yares. Have they been concluded vet ? 

Mr. Kuykenpau, No. 

Mr. Yares. They have not been concluded ? 

Mr. KuykENDALL. No. 

Mr. Yares. What did you do in the Tennessee case ? 

Mr. Kuykenpauu. We have started the investigation, but we have 
not made the complete investigation yet. . 

Mr. Yares. When you say you have started the investigation, is it 
for the purpose of determining the justness and reasonableness of the 
rate ¢ 

Mr. Kuykenpaty. Yes. 

Mr. Yarrs. Have those cases gone to hearing? 

Mr. KuykreNnDALL. No; not yet. 


VALUE OF CONFERENCE PROCEEDINGS 


Mr. Yares. On page 76, it is indicated that the Commission tries 
to perform its work by conference rather than pro forma proceedings 
when it can. 

How costly are those conferences to the consumers and have the 
settlements that you have reached been sufficient to protect the rights 


of the customers ¢ 

Mr. Garcue it. In every case which we have settled by the confer- 
ence method, there have been intervenors before the Commission. 
They were the distributing companies, representatives of States, or 
customer interests. 

Mr. Yates. In every case? 

Mr. Garcue.t. Yes, sir; in every case, and it is quite a rare con- 
ference where one great company gets everything it wants. In no 
single instance has that situation existed. 

We arrive at a set of conclusions as to what would be a just and 
reasonable rate, and the overall amount which would be returned 
during a certain year or period. Then if there is any disagreement 
with the company, we get together with them. We have been re- 
markably successful in getting the companies to see that their rates 
were too high. 


? 


GAS-RATE INCREASES 


Mr. Yates. Do I understand from the schedule that appears on 
page 77 that it indicates that you have allowed increases of $31 million 
during the fiscal year 1955, and that there are still pending cases 
whie hit total increases of $86,287,000 ? 

Mr. GATcHELL. No. 

Mr. Yates. What is the meaning of that? 

Mr. Kuykenpaww. Actually, I believe we have pending pipeline rate 
cases involving about $120 million. 

Mr. Yates. That includes this fiscal year? 

Mr. KuyKenpau. As of the present time. 
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Mr. Yares. Have you allowed any of those increases ¢ 

Mr. KuyKenDALL. No; that is what is pending and undecided. 

Mr. Kautuina. No; these are completed cases. It means that $86 
million was asked for and after investigation $31,800,000 is all that 
was allowed. 

Mr. Yates. Are any of the cases on appeal 

Mr. Katina. They are all completed. 

Mr. Yates. In respect of the balance of the amount asked for, o 
are all disposed of ¢ 

Mr. GATCHELL. We have some cases now in court. 

Mr. Yates. So this is not exactly accurate / 

Mr. Gatcue.h. It is as to what the Commission has done. When 
you go to court, it depends on what the court does. 

' Mr. Yates. I got the impression that this is what had happened 
completely, but it may not be what has happened if the court changes 
the Commission’s decisions. 

Mr. GatcHELL. But the court has not been changing the Commis 
sion’s decisions in any material respect. 

Mr. Connor. That was presented for budgetary reasons. 

Mr. Yates. On page 78 you say that you have $175 million that you 
have collected that is subject to refund. 

Mr. GATCHELL. Yes. 

Mr. Yates. What does that mean ? 

Mr. Gatcneti. When a rate is suspended the Commission can sus- 
pend it for a period of not over 5 months. At the end of that time 
the act provides the company may come in and upon its own motion 
ask the Commission to permit it to put the increased rate into effect 
subject. to refund under a bond guaranteeing that the refund will 
be made if the Commission ultimately determines the increased rate 
is unjust and unreasonable, and prescribes some lower rate. This 
figure of $175 million is the amount that has been put into effect 
subject to refund under those conditions. 

Mr. Yares. And the companies are entitled to 6 percent interest 
on that amount? 

Mr. GaTcHELL. No. 

Mr. Yates. What is 6 percent figure that I read about someplace 7 
Mr. Garcue.. If the Commission ultimately decides the increases 
are not justified they are required to pay 6 percent interest on the excess 
collected, and that goes to the customers of the company or companies 

that have been paying the increased rate. 

Mr. YaTes. You say on page 80: 

The accumulation of such contingent fund results directly from inability of the 
Commission to complete the necessary investigations arising from rate suspension 
cases within the 5 months period of suspension. 

Why is the Commission unable to do it within the 5 months; are 
there too many cases ? 

Mr. Gatcnenn. Too many cases and too many complicated issues. 
In all the rate suspension cases that we have had the intervenors are 
coming in because they have a vital interest. The customers of those 
companies have contract rimhts and when the Commission suspends 
they are in before the Commission very bitterly contesting everv penny 
of increase. It is necessary to go into those increases at quite some 
length and the hearings are always protracted. In 1 case we had 87 


72350—56—pt. 247 
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intervenors. You can imagine the time taken up when you consider 
each one of those intervenors asserts his claimed rights. 

Mr. Yates. Do I understand correctly that the ee is going 
to proceed to try to establish as promptly as possible a reasonable basis 
for the establis shhment of charges by natural gas cama under the 
Commission’s jurisdiction ? 

Mr. KuyKENDALL. Yes. 

Mr. Yates. And that includes those under your jurisdiction as a 
result of the Phillips case ? 

Mr. KuyKeENDALL. Yes. 

We have those coming to the Commission. We will determine them 
to the best of our ability and thereby start creating a new body of law. 
There will be appeals from many of those decisions. 


LONG-TERM HYDROELECTRIC POWER LICENSES 


Mr. Yates. May I clear up something that appears in the news- 
papers—that you are giving 99-year power leases, allegedly. 

As I understand the law, you are not allowed to give a license for the 
construction of a powerplant for a longer period than 50 years; is that 
correct ? 

Mr. KuyKkenpatu. That is correct. 

Mr. Yates. This article that appears in the Washington Post of 
Saturday, August 27, refers to a leasing beyond 50 years. Would you 
explain that to the committee, please ? 

Mr. KuyKenpaui. We have not issued any license for longer than 
50 years. I would like to refer that question to Mr. Gatchell, who 
probably knows more about it than anyone in the United States. 

Mr. Gatrcnet.. This article refers to a license given by the Com- 
mission to a subsidiary of the Aluminum Co. for some plants on the 
Little Tennessee River. It happens that this license included not only 
anew development, but some existing projects that had been operating 
without authority. Therefore, because they had been in operation 
some 25, 30, and in one case, 40 years, the newspaper writer—Mr. 
Pearson—added the time they had been under operation without a 
license to the license period and said that the Commission was issuing 
99-year licenses. 

The first license that the Commission issued under the Federal 
Power Act was issued on March 3. 1921 to the Niagara Falls Power 
Co. for an existing development and for a new construction to be made 
at Niagara Falls, and that license was for a 50-year term. 

Since the project had already been in ope ration—it went back to 
1893, if my memory is correct, or some time prior to the end of the 
last century, they had that period of operation from that time on up 
to 1921, when the license was issued, and then they got a 50-year license 
for the Adams plant. The Commission later said that the licensee 
was not entitled to the fair value of that project because it was 
operated prior to 1921 without requisite Federal authority, and it was 
sustained by the Supreme Court in making that determination. But 
did this mean that this licensee could actually receive something like 
an 80-year use of this project license, to use the same analogy, that 
Mr. Pearson used? We do not think so. We think that the Federal 
Power Act was designed for the purpose of bringing these projects 
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under license and for insuring there shall be orderly and comprehe: 
sive development and there is s only one way you can get it and that is 
by saying that any new construction shall be undertaken in a rational 
and logical manner which will conform to a comprehensive plan. 
Therefore, in 1921, and in several other instances right up to this 
Little Tennessee River license, the Commission has given for a new 
development a 50-year license period. In some instances, upon the 
Connecticut River and for a couple of irrigation districts in Cah 
fornia, it has issued a license not only for the new project, at has 
included in that license existing structures which were previously 
operated without authority. In doing that, it has brought those exist- 
ing projects under the regulations provided in the act, and we think it 
has done a very useful thing i in providing for the accounting control 
and for enabling the Commission to provide the regulation of their 
rates, and to do whatever else may be necessary in carrying out the 
purposes of the act. 

Mr. Yates. Should not the years that the company used the site be 
deducted from the license / 

Mr. GarcHetn. Basically, I do not think so, for this reason: If they 
were licensing merely a constructed project alone, I would agree the 
act would call for a 50-year license. The Commission has so inter- 
preted the act heretofore and it has been sustained in court. The Com 
mission has said that unauthorized powerplant operation prior to the 
issuing of a license for a constructed project could be deducted from 
the license period, and the license would terminate in 1970 upon the 
assumption the 50-year license could have run from 1920 when the act 
was enacted. But this limitation has been applied only where they 
are licensing constructed projects and no additions, or improvements, 

‘new stream regulations are being provided. When a new develop 
ment is put into operation by reason of new construction, it seems to me 
an entirely different theory applies, and that is the prince ss as I say, 
that was first applied in the Niagara Falls license and has been applied 
since In these other cases. 

Mr. Yates. Do the companies have a right to renew their licenses / 

Mr. Garcuetit. I do not think an absolute right as such, though 
there is a difference of opinion on that. Section 15 says: 

In the event United States does not at the expiration of a license period take 
over the licensed project, then the Commission shall issue a new license to the 
existing licensee, or to some other applicant. 

Now, section 15 has been interpreted as in effect giving a licensee 
the first opportunity, the first choice, for a new license. The Gary 
bill, H. R. 7468, which was introduced in the House last session would 
spell that out precisely, and I think really it is a more orderly way to 
do it. So at the time the license expires, then whatever the statute 
luay provide—and Congress can put in the statute what it wants— 
would be the basis upon which a company would get the new license. 

Mr. Yates. Do you know of any case where the Government has 
exercised the right of recapture—the 50 years has not gone by as yet ¢ 

Mr. Gatcnety. Not on the major ones. There was the little Pend 
()’Reille mine that had a license for a project for a shorter period than 
the usual 50-year period, but it was not a large development. 

Mr. Yates. Did the company construct a dam out there / 
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Mr. Garcneii. They constructed it. It was an inefficient dam. 
The Commission limited the license term because if the river was to 
be developed as an overall proposition the Commission wanted to 
reserve full control over the stream, assuming later development of 
the whole basin. 

Mr. Yates. In order to protect the Government’s right of recapture, 
it is important to have some knowledge of the company’s investment ? 

Mr. Gatcueti. Well, the act has a very salutary provision in it 
requiring the filing of the actual legitimate original cost of the licensed 
project, and that was the genesis for the Commission’s determination 
of the net investment in utility property, and the adoption of the 
prudent investment rule in ratemaking. It has saved many of the 
headaches that were plaguing the regulatory commissions under 
Smythe v. Ames. 


FEDERAL PROJECTS INVESTIGATION AND REGULATION 


Mr. Evins. Mr. Chairman, you state in paragraph 3 of your state- 
ment : 

In doing what is required of us by part 1 of the Federal Power Act, we 
develop comprehensive plans for most effective use of the water reseources of 
entire river basins. 

T thought the Corps of Engineers was doing that, that the Denart- 
ment of Agriculture was performing work with respect to watershed 
and water basin projects, and also that the Bureau of Reclamation 
of the Department of the Interior was and is similarly engaged in 
such work. Are you actually developing comprehensive plans, as 
indicated in your statement? And are we having a duplication of 
work in this field ? 

Mr. Kouyxenpatt. We do not do that single-handedly. We are one 
agency among others who cooperate in that. 

Mr. Evrns. You refer to part 1 of the Federal Power Act, and 
State: “We develop comprehensive plans.” 

Before other Appropriation Committees, the Corps of Engineers 
come forward and say that they are developing the comprehensive 
plans for river and area developments. 

Mr. KuyKkenpau. We say “doing what is required of us by part 1 
of the Federal Power Act.” 

Mr. Evins. Are you doing anything really substantially in this 
field, Mr. Chairman ? 

Mr. KuyKenpati. We are advisory in that field, really. 

Mr. Apams. I would like to say we do, of course, rely very heavily 
on the plans prepared by the Department of the Army and the De- 
partment of the Interior in considering what is the best comprehensive 
plan. 

Mr. Evrns. They develop the plans, send them over to the Federal 
Power Commission and your staff looks them over and sends them 
back and say, “It meets with our approval, O. K.”? 

Mr. Apams. It is not quite that way. We actually assist in the 
development of the plans in interagency procedures. For instance. 
in the Columbia River Basin the Cor ps of Engineers was authorized 
to make a new survey, or a review of the 308 report on the Columbia 
Basin to determine what is the best comprehensive plan for develop- 
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ing that basin. In so doing, they have called upon the Federal Power 
Commission, the Department of the Interior, and any other Federal 
agency concerned with water resources development. When that 
plan is completed, we will in a sense be a party to the report since 
we helped them prepare it. 

Mr. Evins. I know that the Corps of Engineers and that officials 
of the Bureau of Reclamation and the Bonneville Power Administra- 
tion came before the Subcommittee on Appropriations on which I 
serve, and the Federal Power Commission certainly was not par- 
ticipating in those hearings and there was no reference to the Federal 
Power Commission work in developing the plans presented by them. 

Mr. Apams. Our primary responsibility in working in such a coop- 
erative procedure is to concentrate on the power part of the survey. 

Mr. Evins. Have there been in the past 2 years many such reports 
hy vour Commission ? 

Mr. Apams. We have made no separate reports of that nature. 
We do make staff studies of every project that comes before us to 
determine whether in our opinion the project is best adapted to a 
comprehensive plan. 

Mr. Evins. You say “every one. 
past year? 

Mr. Apams. Every project that we have passed on, and every ap- 
plication must have such a determination, either by a study based on 
the reports of others, as you indicated—— 

Mr. Evins. Has the Federal Power Commission passed on any 
comprehensive plans of the Department of Agriculture for watershed 
end water-basin development programs ? 

Mr. Apams. No, sir; we do not pass on them. 

Mr. Evins. Have you commented on any for the Department of 
Agriculture for the past year ? 

Mr. Apams. In the past year we found it necessary to inform them 
we were unable to comment on their reports because of a limitation 
on our funds. 

Mr. Evrns. The Department of Agriculture recently publicly an- 
nounced the going forward with certain watersheds and water-basin 
developments. Apparently they are going forward without your 
consultation and advice ? 

Mr. Apams. We wrote them and told them we regretted we would 
be unable to comment on their reports during the coming fiscal year 
because of the limitation on our funds. 


”» Have there been several in the 


COLLECTION UNDER FEDERAL POWER ACT 


Mr. Evins. On page 1, paragraph 3, of your statement, there is 
reference to collecting annual charges on permits and licenses for 
hydroelectric projects. I believe that there has been considerable 
testimony on this subject already but it is not clear in my mind as to 
how much funds, overall, are collected annually ? 

Mr. Apams. $1,815,000 is the 1956 estimate. 

Mr. Evins. How does that compare with the sum 10 years ago? 

Mr. Apams. I would say that it is nearly double what it was 10 
years ago. 

Mr. Evrns. There has been an accelerated increase ? 

Mr. Apams. It is increasing every year. 
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ACCURACY OF ESTIMATES OF POWER REQUIREMENTS 


Mr. Evins. Also, the statement is made that the Federal Power 
Commission gathers data on the entire electric power industry. 

We hear reports that there is a power shortage and others say that 
there is not. Others say power supply is quite adequi ite. What does 
the Federal Power Commission say as a result of its investigations 
and studies of the entire hydroelectric power field ? 

Mr. Apams. We attempt to keep abreast of the power-requirements 
picture throughout the country. Based upon the information we re- 
ceive from the utility companies, we would not say that there is a 
national power shortage. We recognize there m: Ly be local situations 
where the power supply is much tighter than it is in other places. 

Mr. Evins. Do you make your charts and reports and data that you 
submit to this committee based on what the electrical power industry 
supplies you—the Edison Electric Institute and others, or do you make 
vour own indepedent investigations ? 

Mr. Apams. We make our monthly check on the power picture on 
the basis of information “Tr by the companies for the current con- 
dition, but in looking ahead 5, 10, or 20 vears, we make our own esti- 
mates. 

Mr. Evins. The Edison Electric Institute has been historically in- 
accurate in its power estimates for the past several years. 

Mr. Apams. Generally speaking, the estimates that we are making 
now of the future picture are lower than those being sub lishell in 
the Electrical World or by the Edison Electric Institute. 

Mr. Evins. In other words, you take their total tabulated data and 
vou have one of your divisions down there which you are super- 
vising, study their reports and compile the data and then you issue 
the statistics, but if you make a projected power demand study for 
future years, you m: ake your own estimates ? 

Mr. Apams. That is correct. 

Mr. Evins. And based upon the Edison Electric Institute ? 

Mr. Apams. No, sir. 

Mr. Evrns. And certain other private power companies that sub- 
mit to you their statistics on future power needs. 

Mr. Apams. I do not mean to give you that impression. Our future 
estimates are based upon our own judgment of what the future holds. 
Our five regional offices have a standing assignment to make such 
future load estimates. 

Mr. Evins. Do you not think that based upon the funds that this 
committee and the Congress provide your Commission and with your 
powers under the act, you ought to make some independent investiga- 
tions rather than acc ‘ept just what these utility companies provide ? 

Mr. Apams. That is the impression that I am trying to give. Look- 
ing ahead we do not accept just what they provide. “But the current 
picture, that is just a matter of of statistics, what supply they now have, 
what the load estimate is for the current year, and so on. But looking 
head— 

Mr. Evins. If you had advised me initially that you did not ac- 
cept their figures I would not have pursued this line of questioning. 
It has been demonstrated m: uny times that they were inaccurate and 
historically wrong in their forecasts of hydropower needs for the 
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uture. So please do not accept just what the Edison Electric Insti 
tute and a few other similar type organizations hand over to you. 

Mr. Prius. Mr. Adams is making a distinction between actual 
statistics and estimates, and I think you are in agreement. 

Mr. Apams. I thought we were. We use the statistics only for the 
picture today, 1956. 

Mr. Evins. In the statement of the chairman I quote this reference: 


In order that they may have adequate information concerning electric power 
to plan effectively for national defense, for Federal power projects, and for in 
dustrial development. 

You omit any reference to municipalities, cooperatives, or any other 
needs in that statement. I think that your statement could have been 
broadened to have included municipalities and others rather than 
contracted and limited. 

Mr. Kuykenpati. We only distinguish between Federal and non- 
Federal there. 

Mr. Evins. You say national defense, Federal power projects, and 
industrial developments. 

Mr. Kuykenpaun. The industrial developments might be sustained 
by either publicly owned or privately owned non-Federal utilities. 

Mr. Evins. And there is also the statement : 

We must encourage effective utilization of available power through intercon- 
nection and coordination of electric systems. 

My observation of that statement would be there would be no 
quarrel with that general statement if it can be done without de- 
stroying any regional advantage, or endeavor to bring about an in- 
crease in rates to consumers, or an inordinate increase in rates of 
private power companies. If you can follow that principle without 
bringing about those things, there should not be any objection. 

Mr. KuyKenpatr. I think it can be followed. I think those studies 
lead to lower rates through better utilization of all the power available. 

Mr. Evins. To all consumers all over the country / 

Mr. KtuyKEeNDALL. Yes. 

Mr. GarcHe.i. The object of them is to provide for the economies 
that result from interconnections. By way of illustration, in the 
Pacific Northwest, they take advantage of the rainfall variations. 

Mr, Evins. I understand there is a very effective pooling arrange- 
ment in the Northwest area of our country. 

Mr. Garcueti. In the area around Washington, up in New Jersey, 
and elsewhere, there are similar interconnections and all over the 
country. 

REGULATION AND SURVEYS, NATURAL GAS INDUSTRY 


Mr. Evins. Considerable discussion has been had with reference 
to the Natyral Gas Act. The Commission recently issued 16 orders 
with respect to producing companies. Under one of the orders, as 
a typical example, you stated that this investigation is to be made 
under the rules of the Commission to determine whether or not the 
rates are “unjust, unreasonable, unduly discriminatory, or preferen- 
tial.” I want to commend the Commission for issuing such orders, 
and I understand that there have been nine additional orders calling 
for other investigations recently issued by the Commission. 
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Mr. Kuykenpatu. That was in the mill before you called me. 

Mr. Evins. It would seem by implication that when the Commis- 
sion makes an order that the rates are possibly unjust, unreasonable, 
or preferential, the Commission could have used the information be 
fore it—information previously filed upon which a gas-rate increase 
was urged. 

Mr. GarcHett. That language is used because under the act sec- 
tion 5 (a) is the basis upon which the Commission proceeds, and it is 
not a determination that actually the rates are as shown upon the 
records of the Commission at that time themselves unreasonable, but 
is for the purpose of determining whether they are. 

Mr. Evrns. The extensive investigations to be made by the Commis- 
sion with respect to 16 companies, and now the 9 additional others, to 
determine whether their rates are unjust, unreasonable, or preferential, 
should certainly be in the public interest. 

Mr. GaTcHeELL. Yes. 

Mr. Evins. You allowed those rates to become effective in 1954; did 
you not ? 

Mr. KuykenpbatL. I think that is about the time, as I recall. 

Mr. Evins. At that time the Commission did not conclude that the 
rates were unjust. You allowed them to go into effect as reasonable at 
that time. 

Mr. KuyKENDALL. A m: jority of the Commission did not choose to 
suspend them. Frankly, I was in the minority on that one. 

Mr. Gatcuety. I do not think even there it was a determination by 
the Commission in 1954 that those rates were just and reasonable. It 
was merely because of the nature of the increase that the Commission 
did not feel it would be justified in suspending them. That was by no 
means an affirmance of those rates, or a statement at that time that they 
were just and reasonable. These investigations that have been insti- 
tuted are to determine whether they are just and reasonable rates. 

Mr. Evins. My point is this document (indicating order) implies 
they are possibly preferential, and probably unjust and unreasonable. 
At the time you approved the rate increases you had the same informa- 
tion and the Commission said that they were probably reasonable. 

Mr. Garcuett. That is the point. The Commission, in November 
1954, was not making a determination as to whether they were just 
and reasonable, or unjust. 

Mr. Evrns. What were you doing at that time? 

Mr. Garcuett. The Commission was merely saying the rate in- 
creases proposed seemed to be somewhat in line with those that had 
been proposed by other independent producers, and the Commission 
did not find that it would be desirable to suspend those particular rates. 

Mr. Kuykenpati. The language that you quote is right out of the 
statute, section 5 (a), which is the statutor v basis for starting such an 
investigation. 

Mr. Evins. I am certainly pleased that the Commission has started 
such an investigation. I commend the Chairman and others in this 
regard. I believe, upon obtaining the proper information, the Com- 
mission will find in some of these instances the rates are unjust and 
unreasonable. The point that I am trying to make is that the Com- 
mission has delayed its actions in this regard longer than some believe 

vas desirable. 
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Mr. KuyKenpau. I am not the one to address that question to 
because I felt that they should have been suspended. 

Mr. Yarrs. Was there a vote on that by the Commission / 

Mr. KuykKEeNDALL. Yes. 

Mr. Yares. What was the vote ? 

Mr. KuykenbDay. Three to two. 

Mr. Evins. In 1954 the Commission allowed the rates to go into 
effect as possibly fair, reasonable, and just, and now they are going 
to investigate to determine whether they were proper. 

Did the Commission prepare a report to the President on H. R. 
6645, to amend the Natural Gas Act? Did the Commission advise the 
President to sign the bill? Did not the Commission urge the Presi- 
dent to approve » the measure ¢ 

Mr. KuyKenpnauu. Mr. Gatchell reminds me that that is an execu- 
tive communication. I might say, as a matter of record, as Mr. Yates 
will recall, the Commission and members of it testified both in the 
House and Senate before the Commerce Committees in regard to this 
bill, and the majority took a position in favor of the legislation. 


ADEQUACY OF BUDGET REQUEST 


Mr. Evrns. Is it true or accurate that prior to the veto of the gas 
bill the Federal Power Commission asked the Budget Bureau for a 
smaller budget than you are now presenting ¢ 

Mr. KuyKkenpauu. No, that is not true. The fact of the matter 
is that the Bureau of the Budget had taken the matter up with us, 
of what would be our budget requirements if the bill were signed, and 
we endeavored to give them what information we could. They re- 
quested it on that assumption. That was their original action and 
request of us, and not ours of them. 

Mr. Domers. I may add this, the Commission had never been pre- 
sented any sort of revised budget anticipating the passage or enact- 
ment of the Harris bill. 

Mr. Evins. One way or the other ? 

Mr. Domers. One way or the other. 

Mr. Diesy. Would it be appropriate for me to ask Congressman 
Evins where he got that information relative to the report the Com- 
mission made to the President on this bill, because it is highly confi- 
dential, and I am interested. 

Mr. Evrns. I merely asked if it was true that there was some report 
the Commission made to the President urging him to sign the bill, 
and if the report recommended the signing of the bill and not the 
veto action. 

I asked if that is a true statement. The testimony was that it was 
a privileged communication and the Chairman refused to answer. 

Mr. Diesy. My inquiry is 

Mr. Botanp. I think it was a very germane question that Mr. Evins 
asked. 

Mr. Yates. The President must have asked for recommendations. 


REVISION OF UTILITY COMPANY REPORTS 


Mr. Evrns. I should like to direct my next question to Mr. Domers, 
the Secretary of the Commission. 
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Mr. Domers, did you collaborate with Mr. David Cohn of the 
Budget Bureau to bring about the adoption of new forms which would 
provide for utility companies to submit less information to the Federal 
Power Commission than they have been required to submit heretofore / 

Mr. Domers. That is not true. 

Mr. Evins. What was the nature of the conference between you and 
Mr. Cohn of the Budget Bureau ? 

Mr. Domers. There was no conference regarding any forms. I do 
not have a thing to do with the approval or disapprov alof forms. The 
discussion that I had with Mr. Cohn was in connection with the estab- 
lishment of a liaison between the Federal Power Commission and the 
Bureau of the Budget in connection with forms coming under the 
Federal Reports Act. 

Mr. Puiurrs. Is not that Mr. Cohn’s job in the Budget Bureau / 
Is he not the man who has to do with the forms ? 

Mr. Yates. What does that have to do with the reports of the utili- 
ties, though ? 

Mr. Putiuipes. I do not know. I think that he is the man who has 
to do with forms of that kind. 

Mr. Apams. Mr. David Cohn. 

Mr. Putuirs. It is a question of duplication of forms. We have 
been pressing them all the time in this committee to cut down on 
duplication. 

Mr. Apams. For many years Mr. David Cohn has been the official 
contact with the Federal Power Commission on all matters relating 
to forms for which we receive approval. The Bureau of the Budget 
must approve any form before we send it out. That is required under 
the Federal Reports Act. We must consult with Mr. Cohn every yea 
with regard to approval of forms. 

Mr. Evens. And there was no discussion about adopting forms which 
would require private utilities to provide less information to the com- 
mission than they had been providing heretofore ? 

Mr. Domers. There was no discussion between Mr. Cohn and myself 
about that. 

Mr. Evins. Did you and Mr. Cohn make a trip to New York City 
at the expense of the taxpayers to interview the vice president of a 
utility company with regard to the proposal of new forms which 
would provide less information ? 

Mr. Domers. No. I accompanied Mr. Cohn to New York to attend 
a meeting of the Bureau of the Budget Industry Advisory Committee 
on Federal Reports, and I attended that meeting with Mr. Cohn and 
listened to what they had to say. There were no proposals made by 
that group. 

Mr. Evins. The industry committee for private utilities? 

Mr. Domers. All utilities were represented on that particular com- 
mittee. 

Mr. Evins. All utilities are interested in providing less information 
and shorter forms, generally speaking, are they not? 

Mr. Doers. That is perhaps true in some of the cases; in others 
I do not think that is true. 

Mr. Evrns. You went with Mr. Cohn to New York to attend 
conference of utility officials? 
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Mr. Domers. It was the industry advisory committee, Mr. Evins, 
and that meeting was at the request of the Bureau of the Budget, | 
would presume, in New York. Mr. Cohn asked me to accompany him 
to that particular meeting. 

Mr. Evins. The Bureau of the Budget called the utility executives 
to this committee and asked them to have a meeting to advise them 
what they desired in the way of forms ¢ 

Mr. Domers. I would presume they called them for the purpose of 
discussing the forms in general. They did discuss the Hoover Com 
mission recommend: ations. I was in no position to tell them anything 
as to What position the Federal Power Commission took. All I did 
was to attend the meeting and listen to what was said. 

Mr. Evins. Do you mean to tell this committee that an official 
of the Federal Power Commission, together with a Bureau of the 
Budget official, is required to go to New York to a meeting of the 
private utility executives to see what they wish in the way of forms ‘ 

Mr. Apams. Clearance with the Bureau of the Budget is required 
by the Federal Reports Act. The Bureau of the Budget on its own 
initiative many years ago, either under the Truman administration 
or the Roosevelt’ administration, set up an advisory committee, and 
that committee has been operating for years as an advisory group to 
the Bureau of the Budget. 

Mr. Evins. You went with Mr. Cohn to New York to attend this 
conference, but you merely listened to the appeals and the recom+ 
mendations that were made? 

Mr. Domers. There were no specific recommendations made. It was 
just a general discussion. 

Mr. Evins. A social meeting ? 

Mr. agi owe No. I would not say it was social. As I under: 
stand it, the reason for the meeting being held in New York was 
eine ‘most of the members of this advisory committee reside in 
New York and to bring them all the way to Washington would 
entail greater expenditure of the taxpayers’ money than it would be 
for Mr. Cohn and myself to go to New York, and that is what 
happened. 

Mr. Evins. We hear from you, Mr. Domers, the Secretary and 
Mr. Adams, the ¢ thief of the Power Division of the Commission, for 
whom I have great respect, that you not only listened to this advisory 
group of private utilities, but you take their charts and statistics 
and you restudy them and make your reports from them on power 
needs and future forecasts. 

Mr. Puitiies. Who said it was just a committee of private 
utilities ? 

Mr. Apams. I would expect that committee has public power repre- 
sentatives on it. 

Mr. Puinurs. I want the record to show that this has as much to 
co with public utilites as with private utilities. 

Mr. Evrxs. The Commission has not as a result of these meetings 
adopted any forms that would call for less information ? 

Mr. Domerrs. No, sir. 

Mr. KuykenpaLL. I might add we did change the reporting re- 
quirements of a certain category of electric utilities, but I gather 
from what Mr. Domers has said it was not the result of any confer- 
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ence in New York, or any action of the Bureau of the Budget. It 
was because of the recommendation of our own Bureau of Power. Ii 
was an idea that they had had in mind for several years. 

Mr. Apams. That is correct. 

Mr. Evins. You pointed out in your statement that cases are be- 
coming more complex and time-consuming and that you have more 
cases in the courts and that you have a greater number of intervenors. 
Now of course, the President has vetoed the gas bill. 


ADEQUACY OF BUDGET REQUEST 


I picture this all together, and it is certainly somewhat a repeti- 
tion of what my colleagues Mr. Thomas and Mr. Yates have said. 
Is it your view that you have adequate funds to do a good job in the 
public interest under all circumstances? 

Mr. KuyKkenpbatu. I will repeat that I think we have all the money 
that we could spend due to the difficulty of getting personnel who are 
qualified to do this work, and I base that on our current year’s 
experience. 

Mr. Evins. You referred to the “unanticipated congressional limi- 
tation” on the amount of money to be used for certain of your proj- 
ects. I want to help you in that regard. Have we as a committee 
improperly tied your hands in the use of funds. Do you wish that 
lifted ? 

Mr. KuykenpDALL. My answer is “Yes.” 

Mr. Evtns. You also refer on page 3 of your statement that phases 
of your accounting work would necessitate a determination of cost 
of net inventory and a determination of the adequacy of amortization 
reserves. 

Can we not rest assured that private utilities will set aside sufficient 
funds through bookkeeping entries on reserves to hold up rates to 
consumers to the degree they deem proper ? 

Mr. Gatcueti. I do not believe that assumption can be made be- 
eause this amortization reserve item, section 10 (d) of the Federal 
Power Act, is a very important item in connection with the operation 
of acompany. Chairman Thomas brought the question up this morn- 
ing and at lunch I was going into it further. The Alabama Power 
Co. in a security issue release recently referred to the fact that the 
amortization reserve provision was directly applicable to some of 
their plants and they did not know what amount the commission 
might ultimately determine should be set t aside in those accounts. 

Mr. Evins. I think your accounting work is most important and 
certainly should be per ‘formed. It is my belief that the utility com- 
panies will put adequate amounts in those reserves to sustain their rate 
structure. 

Mr. Gatcuett. They do not know how much has to be put aside. 
That is the difficult until the commission determines first the cost of a 
licensed project, and secondly, the portion of their excess earnings 
over a reasonable return which should be set aside in the amortization 
reserve. These companies do not know how much to set aside in the 
amortization reserve account. 

Mr. Evins. Are we having different rules applied to different 
fields—private utilities and public utilities? For instance, the Bud- 
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vet Bureau, in one of its recommendations, has recommended that 
the reserve funds from certain of the public utilities be drawn out 
and put into the Treasury. In other words, they are milking the 
Public Power operations. Do you have a different rule applying to 
public power operations. Do you have a different rule applying to 
private utilities than you do to public utilities on this amortization 
question ? 

Mr. GarcHett. With respect to the amortization reserves, the com- 
mission has only made one determination and has its second big case 
coming along right now. It has not applied that rule to any muni 
cipal utility “that holds licenses because the period has not gotten 
around where the 20-year time is applicable. I cannot say that they 
are applying any rule to the muniec ipal licensees in this respect. My 
attention is called to the fact that in the licenses to the municipal 
licensees the oa rare reserve provision is not applicable anyhow. 

Mr. Botanp. I do want to compliment the Commission on its justi- 
fications. I agree with Chairman Thomas that you have outlined 
your problems » very well and have justified your request. I join with 
Mr. Yates’ sentiment, that we want to be sure that you get as much 
ioney as you possibly need to do the job, the important job that the 
(Commission has. 

In licensing non-Federal hydroelectric projects I presume that the 
Commission takes into consideration the effect the project would have 
on present flood control projects in particular areas, or proposed flood 
control projects ? 


FEDERAL PROJECT INVESTIGATION AND REGULATIONS 


Mr. Kuykenpatyt. Oh, yes. We have to consider the comprehensive 
development of the basin. 

Mr. Botanp. Where does the Commission get its information as to 
what effect that project would have on flood control ? 

Mr. Apams. Under the Federal Power Act, section 4 (e), we are 
required to refer every application to interested Federal agencies for 
comment with regard to a particular field. In the case of flood con- 
trol we would refer it to the C orps of Engineers and endeavor to in 
corporate in the license any provisions for flood control they recom- 
mend, which we think are reasonable, 

Mr. Botanp. Does the Commission on its own initiative conduct any 
investigation relative to what effect the project might have on flood 
control, or do you accept the recommendations of the Corps of Engi- 
ners, or the arguments of the applicants as to what the effect will be? 

Mr. Apams. We generally accept the recommendations of the Corps 
of Engineers unless we find in our opinion they do not fit into the com- 
prehensive development of the site and basin. 

Mr. Botanp. Where are the hearings held on the applications for 
the licensing of non-Federal hydroelectri ic projects ? 

Mr. Apaas. They may be held in the field, depending upon the cir- 
cumstances, or in Washington. 

Mr. Bonanp. If there is ; enough public interest you will hold them 
in the field ? 

Mr. Apams. Yes. 
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Mr. Botanp. There is one paragraph in your statement about which 
Tam a bit concerned, and that concerns the limitation where you state 
on page 6: 

The limitation also may delay the Corps of Engineers’ submission to the Con- 
gress of those definite projects reports on which the Commission, by law, must 
make recommendations. Congressional authorizations of important projects 
may thus be slowed down. This possibility is of immediate concern in relation 
to the Corps of Engineers’ program to control the New England rivers subject 
to recurring floods. 

As a matter of fact, the limitation would have little effect upon 
areas You are only interested in reports that concern the matter of 
power, is that not so? 

Mr. Kcuykenpauu. It would be shameful if new dams were built in 
New England to control floods, if the power potential they had were 
not developed at the same time. 

Mr, Bouanp. That is true. I agree, except all of the projects that 
have been authorized for New England are those with which the 
Corps of Engineers is presently concerned. None of them have any 
provision for power in there; consequently, this limitation would not 
affect and not delay actually the problems facing New England now / 

Mr. KuykenpDaLi. We say they may delay the submissions to Con- 
egress. We do not say that it would delay any pending construction. 

Mr. Botanp. But the limitation so far as it applies to the 1957 
Iudget would not in any way delay any projects in New England? 

Mr. Apams. It might possibly, depending upon the speed with which 
the Corps of Engineers was able to proceed with further plans in New 
England, but we did not have definitely in mind any specific projects 
in New England when we made that statement. 

Mr. Boranp. In my judgment, the limitation would not affect an) 
of the projects in the flooded areas because I have some knowledge of 
the projects that were recommended by the Corps, both in the urgency 
deficiency bill which the President signed last week, and the appro- 
priation request for the fiscal year 1957, and none of these projects 
have any power in them at all. On that basis, your Commission would 
have nothing to do with them: is that not true / 

Mr. Apams. If they had been approved on that basis, after referral 
to us, and if the project has not been considered for possibilities of 
power, we would still be required under the law to review. 

Mr. Connor. I do not believe those have been submitted to us. 

Mr. Boianp. I know the projects that have been scheduled for 1957. 
None of them have power in them. Consequently, the limitation 
would not injure New England. T do hope some day we can get the 
Corps of Engineers, or others, interested in putting some power proj- 
ects in that area. 

Are the power rates in New England the highest in the United 
States / 

Mr. Apams. I can give this general observation: T think, generally 
speaking, if you put it on a cost basis—the cost of producing power— 
New England is among the highest cost areas in the country, and I 
expect that would be reflected in ‘the r: ates. 

Mr. Puimuips. Both steam and hydro? 

Mr. Botanp. Steam and hydro, all sources. 
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Mr. Apbams. For steam particularly, and I would say it is probably 
true of hydro, depending upon the labor costs as related to other 
areas. 

Mr. Putuurps. I would like to say for the benefit of my friend, Mr. 
Ivins, that I am in favor of reducing these reports if it is possible to 
reduce them, both in length and in complications, and if this industry 
committee, which was created by the Congress and attached to the 
Bureau of the Budget, can use its excellent abilities to that end, I hope 
that they will transfer their efforts to the Internal Revenue Depart 
ment and reduce the income tax forms when they get through with 
this. 

REGULATION AND SURVEYS, ELECTRIC POWER INDUSTRY 


Mr. Commissioner, I think you will agree that it is one of the duties 
under the law for the Commission to review and to approve or dis- 
approve rate schedules for Federal projects, as well as for private 
industrial projects, and there seems to be a sort of tendency between 
Government agencies to accept without question the proposals pre- 
sented by the initiating agencies if it is another governmental agency. 
Can you prove to me that no division in your Commission takes that 
attitude ? 

Mr. Kuykenpauu. I do not know whether— 

Mr. Puuuirs. Specifically, Mr. Commissioner, for example, what 
division is responsible for approval of rate contracts and schedules for 
electric power which are marketed through the Interior Department ? 

Mr. Kauurna. I should answer that. It is my bureau. 

Mr. Puuinuirs. You give interim approval to many of those rate 
schedules, and final approval drags on and is not acted upon because 
as Mr. Thomas brought out a moment ago you are trying to meet the 
needs of private operators who want approvals. So do you not more 
1 less let the Interior Department make its own rates / 

Mr. Katina. Approvals are given by the Commission but the In 
terior Department does not tell us what to do. We make our own 
investigation and studies. 

Mr. Puiuures. Does it not drag out a long time / 

Mr. Katina. Sometimes it does require a lot more study and time 
and the power has to be marketed under some rates and an interini 
rate is put into effect. The reason for the long delay is because of 
the thorough job we do, I hope. 

Mr. Puiuiprs. I hope, too. But as they say in the English Parlia- 
ment, I put it to you that you probably have more interest in the gas 
phase of the Commission’s business than in the electric business when 
the issue comes from other Government departments. 

Mr. Yates. I would disagree with you. 

Mr. Puiiies. I get that impression from sitting in long hearings 
on another subcommittee. 

Mr. Kuykenpauyi. Mr. Phillips, I might say that we do not have 
the legal authority and legal jurisdiction over these rates of the 
Federal agencies that we do over the private companies and the Com- 
mission would favor having more complete authority over the rates 
of the Federal agencies. 

Mr. Puitutrs. That is interesting because I thought you had the 
authority. 
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Mr. KvyKkenpatu. Our authority is not analogous. 

Mr. Puttures. My questions were based on ‘the assumption that 
you have the authority. 

Mr. Kvuykenpatu. For instance, with TVA we have nothing to 
do with their rates. 

Mr. Pumurrs. TVA? 

Mr. Kuykenpatn. Yes. With Bonneville and several others we 
must approve their rates, but we do not have power to suspend their 
rates like we do the private companies. I do know that our staff has 
held, at various times, long conferences and discussions and made 
studies and computations to try to work out reasonable rates, and al 
though we did not have legal authority to suspend what was filed, 
we would be successful in getting the operating agency to file some- 
thing else. We have helped them that way and advised with them 
but our legal authority is not the same over the two. 

Mr. Puiurrs. In effect, the situation is you are an advisory agency 
rather than a controlling or regulatory agency so far as Federal power 
agencies are concerned. 

Mr. Kuykenpatu. Yes, except I believe in one or two cases the 

rates must be approved by us to be effective. 

Mr. Puitirtres. That would be specifically in the statute setting up 
the other agency. 

Mr. Garcuety. Section 5 of the Flood Control Act of 1944 requires 
the Commission to pass upon, to give approval to the rates that are 
put into effect from those projects where the Secretary, those Army 
flood control projects where the Secretary of the Interior markets 
the power. That would have to do with the Southeastern Power 
Administration, the Southwestern Power Administration, and some 
of the projects in the Bonneville area, although the Bonneville Act 
contains similar authority. The Fort Peck Act contains similar pro 
vision, but the strange thing is that in the Pacific Northwest there are 
some Federal projects such as Grand Coulee which are not subject 
to Federal Power Commission rate approval but the Bonneville proj- 
ect is, and the whole thing is mixed up. Also the control which the 
Commission exercises is merely given by initial approval, for the 
Commission cannot exercise continuing rate supervision such as it 
does over electric companies engaged in interstate commerce. 

Mr. Puttires. I assume you agree that the primary effort required 
in these electric rate filings by Government agencies would have to 
do with engineering studies, cost allocation, coordinated operation of 
the project and power marketing studies and alternate power cost 
analyses, all of which are in your field; those are your home grounds? 

Mr. Gatcuety. That is what we have undertaken to do. We made 
an allocation study at For Peck and at Bonneville to determine what 
part of the entire cost should be charged to power. But I just suggest 
to you that is not exactly the same thing that the Commission does 
in approving the rates from federal projects. We cannot prescribe 
rates for these projects. The Commission merely approves the rate 
schedules or contracts submitted. 

Mr. Putires. You think it would be toward the end of efficiency 
if the law would give you authority to regulate those rates like any 
other electric producer ? 
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Mr. GarcueLt, The provisions of a contract are very important and 
if the Bonneville Power Administration does not submit their inter- 
pretation to the Federal Power Commission as it does not in many 
instances, the Commission is given no responsibility at all. 

Mr. Priuties. Some of these projects, therefore, you do not review 
at all and, in the law, you have the power to review others, but do 
you have to do it under those acts as specific intervals? 

Mr. GaTcuELL, No, sir. 

Mr. Puiures. I had a feeling that in the past cost allocations had 
been processed by these F ederal m: arketing agencies with the end in 
view of filing a proposed rate rather than making the rate on the 
basis of proper costs. 

Mr. GarcuetL, The argument is made that the Federal Power 
Commission insisted upon its right to make a power allocation on 
the basis of the particular use to which the facilities would be put 
and they did not agree with allocation by the Commission. When 
that allocaticn was made by the Commission it would say whether 
the rate processed would be a reasonable rate as they interpreted it. 

Mr. Puiuies. I had in mind one situation which came up before 
the other committee and also through the Accounting Office which 
was down in the Cumberland River project. The Corps of Engineers 
constructed a powerplant and the output was sold to the TVA, but 
that is unimportant as to whom it was sold except the rate, in the 
opinion of the Accounting Office and also Corps of Engineers, both 
of whom were in agreement, was insufficient to pay out the project 
costs as required by ‘law. 

Mr. GatrcuetL, That Cumberland River project. did not come be- 
fore the Federal Power Commission because the Federal Power 
Commission has no control over TVA rates. 

Mr. Apams. The Cumberland projects are actually Corps of En- 
gineers projects that have been operating for some years with sale 
of power to the TVA without approval “yet by the Federal Power 
Commission. 

Mr. Evins. The Corps of Engineers power produced at Cumber- 
land is not sold to TVA. It is sold to Interior and Interior then 
sells it to other agencies of Government. You are incorrect in stating 
it is sold direct to TVA. 

Mr. Puitries. I do not know if the verb was used correctly. Is it 
sold? 

Mr. Apams. I did not intend to say the Corps of Engineers sold the 
power. 

Mr. Putuures. It is delivered to Interior and Interior delivers it to 
TVA. The distinction is between what they have authority over and 
those they have not, and the witnesses testified that under the Corps of 
Engineers projects they do have certain authority which they do not 
have over the other agencies. How come the Cumberland is exempt 7 

Mr. Evins. Power is being produced on the Cumberland River by 
projects ¢ anes ted by Corps of Engineers and not by TVA. 

Mr. Apams. I did not say that the Cumberland is exempt. The 
rates have recently been submitted but not yet approved by the Federal 
Power Commission. 

Mr. Evins. They really are subject to your control ? 
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Mr. Apams. Yes, sir; those are Corps of Engineer projects, mar- 
keted by the Department of Interior, but under interim arrangements 
with TVA they have been delivering power to the TVA. 

Mr. Evins. Under what authority ; have you given them interim 
approval of some kind ¢ 

Mr. Apams. No, sir. 

Mr. Evins. You have not gotten around to it / 

Mr. ADams. They have only been submitted this past year. 

Mr. Gatcue.. It is section 5 of the Flood Control Act of 1944, 58 
Statute, pages 887, 890. 

Mr. Puiturs. I do not understand the delay. Can somebody cleat 
thatup? That is not a new project. Why was it not submitted to you 
before this? 

Mr. Apams. Mr. Kallina was not in charge of the rate work at the 
time this matter was first considered. Perhaps I can give some back- 
ground on it: Some 5 or 6 years ago, perhaps longer, the Interior 
Department representatives had a prelimin: ry discussion of their pro- 
posal on cost allocations and interest rates, amortization, and other 
aspects of their submission, informally with the staff of the Commis- 
sion. They were informed that the Commission staff did not feel it 
could approve the proposal on the basis submitted. We had expected 
that in due course, within a relatively short time, there would be a 
formal submission. It was only this past year that the oo have 
finally been submitted. The reasons for that long delay, I do not 
know. 

Mr. Putiurs. What I am leaning to is the idea that we should not 
make fish out of one and fowl out of another: that you should have 
authority - power rates whether the power is created by private 
agencies or Federal agencies, and that, as you have already testified, 
you do not just accept the power rates as furnished by Federal agencies, 
which I was under the impression you were 

Would it not be a good idea if cost allocations could be worked out 
in advance of or concurrently with the construction of a Federal 
project, which would make it possible to have a realistic rate structure 
that would retire the cost just as in any power project? 

Mr. Apams. I think that would be desirable and there has been an 
effort, since the Budget Bureau issued its Circular A-47, to make that 
determination at the time the project is being planned. But when it 
reaches the stage of submission for rate approval there still seems to 
be some difference of opinion between the agencies concerned as to 
what is an appropri: ite allocation. 

If it is a Corps of Engineers project, of course, the Corps of Engi- 
neers will probably mi: ake a cost allocation and submit it to the Depar t- 
ment of the Interior and Federal Power Commission for concurrence. 
We endeavor to get together on them in the absence of any clear author- 
ity for making ‘that determination. Under present law there is no 
clear definition of who has responsibility for the cost allocation. So 
in the interest of getting things done the three agencies concerned 
endeavor to get together. 

Mr. Evins. I wanted to make the observation that there is one 
Government agency that exercises power over rates and that is the 

Budget Bureau, and under legislation which they propose they want 
to put, also, the Secretary of the Tre: isury on the board to have another 





agency looking over their situation. Whereas, for Federal power, we 
have much regulation and much supervision and more is processed, 
and for private power we do not have the same rule; we will have less 
information and less forms and less regulation. 

Mr. Puicuires. I will accept Mr. Evins’ statement. Just so we have 
some regulation over all of them, so when the rates are set up they are 
set up on a reasonable and realistic basis to protect the taxpayers. 

Mr. Yates. If you will permit me to disagree, let ine point out that 
in Ilinois we have regulation by our State regul: atory agency over 
itilities except where they are municipally owned and the ‘vy are not 
then under the jurisdiction of the Illinois Commission of Commerce 
for the reason that, being a public body, presumably they are as inter 
ested in protecting the rights of the public as a regulatory commission 
would be. I presume that same argument is applicable here. 

Mr. Putiurrs. Did you refer to A-47 / 

Mr. Apams. Yes, sir. 

Mr. Puinurres. Was that not the regulation the Budget Bureau was 
accused of issuing to limit construction on new projects but actually 
was not that issued by a preceding administration / 

Mr. Apams. Yes, sir; it was issued several years ago, about 1952. 
The Budget Bureau in the past 2 years has reviewed that original cir- 
cular to see whether it needed changes, in their opinion, but they have 
not issued a revised circular. 

Mr. Prius. In line with Mr. Evins’ previous questioning, I think 
we ought to make the record clear that these Power Commission sta- 
tistical reports cover both private and public utilities and not only 
private utilities, but Federal systems, municipal systems, and State 
agencies and cooperatives; is that not a fact 4 

Mr. Apams. They cover every public utility in the United States, 
whether publicly or privately owned. 

Mr. Evins. Your power forecast is for all needs for all purposes ? 

Mr. Apams. Yes, sir. 

Mr. Prius. Mr. Evins could ask no more; could he ¢ 

Mr. Evins. My observation is you do not rely largely on Edison 
Electric Institute to make forecasts because they have been proven 
Wrong. 

Mr. Puivures. I will accept, as a personal opinion on the part of Mr. 
Evins, that they have been proven wrong, because I have been unable 
to find them as wrong as he has, you see. 

Mr. Evins. I would agree with Mr. Phillips that we should have 

t least a measure of more fairness applymg to both public and pri 
v ms power; in the matter of Government regulation and supervision. 

The point I have tried to make is that as far as certain public power 
programs are concerned at this time it seems there is more and more 
regulation and more and more strict provisions thrown around them, 
whereas for private utilities it seems to be less information and less reg- 
lation and more relaxed atmosphere. I am trying to draw a medium 
of more fairness and equality. 

Mr. Puitires. Would you care to bring out that during the war 
years the statistical information issued by the Federal Power Com- 
mission was somewhat less accurate than that issued by private utili- 
ties research ? 
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Mr. Evins. If the gentleman wishes to make that as a personal 


opinion, I would also accept his personal opinion. I am not familiar 
with that. 


Mr. Yates. That istrue? 

Mr. Puuures. Ask the gentleman, 

Mr. Yares. I will ask Mr. Adams. 

Mr. Apams. Did I understand you to say 

Mr. Puiuirs. During the war years statistical analyses and esti- 
mates were not entirely accurate and certainly no more accurate than 
those of the Edison Institute. 

Mr. Yates. You said his were not as accurate as theirs. 

Mr. Apams. I think Mr. Phillips has reference to estimates made 
in the planning period before World War II, when estimates of re- 
quirements for waging the war were made by a special staff set up 
under Secretary Patterson, known as the National Defense Power 
Staff. The estimates at that time were not borne out, I think partly 
because of the fact that they were not wholly correct but due more to 
the fact that the War Production Board, when it instituted its control 
program cut back rather drastically on the concept of how you would 
plan for war in terms of how the power is supplied. They attempted 
to run the existing plants longer by multiple shift operations, ot cetera, 
to get more out of the e xisting supply instead of building new capacity. 

Mr. Evins. In an emergency period all estimates were thrown out 
of the window and were all found short. Is that fair? 





INTERVENORS IN ISSUANCE OF 





LICENSES 


Mr. Putturps. There was a matter of manpower concerned that did 
throw our statistics out badly at the time. 

I will ask the General Counsel—you spoke of intervenors and the 
number of intervenors in these cases which raises an interesting ques- 
tion to me, and that is: Do you have any control over the number of 
intervenors who may be permitted to come into a case? 

I will use the specific instance, not because I have any personal 
knowledge but only because it has been reported to me, in the Hells 
Canyon analyses, the number of intervenors was beyond the realistic 
number; that it appeared to be an attempt to delay, a delaying tactic. 
Would you agree? 

Mr. Garcuety. I do not think the staff ever accused anybody of 
coming in for the purpose of delay. There were a great many people 
who did seek to present their views and the Commission did permit a 
great many organizations to intervene in the Hells Canyon applica- 
tion, as it does in a great many others. The Commission has very 
little control over saying who shall come before it when a case comes 
up and these intervenors 

Mr. Putmutrs. Did you give them more opportunity than would 
ordinarily be the custom, these intervenors, to present their cases or 
come into the case? 

Mr. Gatcuein. Let us deal with two things: First, in connection 
with the waterpower development, issuance of licenses, which was the 
Hells Canyon situation, that was treated exactly as every other case 
that I know of and I have been with the Commission since 1931. We 
made no distinction, gave everybody what we thought was a fair op- 


















po 


1717 


portunity of going ahead and yet tried to push the case as rapidly as 
we could, considering the number of people expressing interest and 
the complexity of issues. We have no control over complexity of 
issues. That was up to those people who did intervene and princi- 
pally the Hells Canyon Association. 

' In our gas work the intervenors come in in great numbers because 
most of them represent distributing companies or cities and munici- 
palities or other consumer groups, and there again the Commission 
has no control over those who shall present such applications for 
intervention, It is their right to present their application, and then 
the Commission can see what it can do. But when they come in they 
invariably make the issues more complex and tend to delay the 
Hie arings. 

Mr. Putas. Is it your opinion, in the Hells Canyon ec case, that 
there was really an attempt made to have delaying tactics 

Mr. Gatcue.y. I would not like to say I thought that was deliberate. 
| think the staff did everything it could to move that case along as 
expeditiously as possible, and yet it was delayed time and time again. 
[ just do not like to be critical of those who represent public bodies 
like the Hells Canyon Association and other groups that came in. 
I do not like to be critical. 

Mr. Yates. There are a few Members of Congress interested. 

Mr. Garcuey. Certainly, and they had a right to be heard and we 
attempted to make sure they were given every opportunity to be 
heard. I am not content to be critical, and do not want to be taken 
as being critical in that respect. 

Mr. Tuomas. Mr. Vursell ? 


FIXING PRICES FOR PRODUCERS OF GAS 


Mr. Vurseui. I though I understood you to say, getting back to 1p 
oas thing, that a condition could arise where a farmer who had : 
certain royalty interest in a gas well drilled on his farm might thee 
all of his interest and his return as a nonproducer under certain con- 
ditions. Would you go over that again ? 

Mr. KuykenpaLu. Mr. Vursell, I was the one who made that 
statement. 

I do not want to leave the impression that I said the Commission 
was going todothat. I said that was one of the results which followed 
from adhering completely to the original cost rate base method of 
fixing prices for producers who sell gas in interstate commerce. 

Mr. Vursetit. Am I right in the ‘underst: anding that if a person 
drills the gas well, say in Texas or Louisiana or the Appalachian 
system, that under the recent law passed by the Supreme Court and 
not the Congress, does that person become a public utility and placed 
in the category of a public utility if he sells his gas to a pipeline 
concern that puts it in interstate commerce ¢ 

Mr. KuyKenpauu. Yes; if he sells his gas in interstate commerce he 
becomes what the Natural Gas Act defines as a natural gas company, 
which has many of the characteristics of a public utility, and is regu- 
lated along public utility regulatory principles. 

Mr. Vursetn. Getting bac +k to the number of contributors to the sale 
of gas where they are communitized, if you want to call it that, anyone 
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who sells a small portion of gas.and is represented by some specified 
representative for that group, then this gas bill that was recently 
passed—or was not passed—— 

Mr. Osrertac. Passed and vetoed. 

Mr. Vurseii (continuing). Then he, in fact, becomes a part, so to 
speak, of being a public utility ? 

Mr. KuykEnDALL. I believe that is correct. 

Mr. Vursevn. Now, while there are some 2,300 who have been recog- 
nized now by your organization in trying to work out this almost 
impossible situation—I think you are very wise in your approach that 
you are making to it—that is only a small part of the number that are 
affected and it may run into 9,000 or 10,000 or more, particularly if the 
economy of the country continues to grow and we continue the explora- 
tion at the same rate we have been continuing, which I doubt. 

So you cannot tell now how big your load will be, but it is likely to 
become larger; is that correct ? 

Mr. Kuyxenpats. I think the probabilities are it will become larger 
rather than smaller. 

Mr. Vursety. I was rather interested in the testimony of Mr. Digby. 

I take it from your testimony that you folks feel vou have 
been handed over a very big task. I listened to it rather carefully 
and it seemed to me you came up with the general aii that 
you have a mission that is almost impossible to carry to a successful 
cone hana particularly with reference to all of these thousands of 
people, large and small, trying to fix a reasonable cost which, from 
what little experience I have had in a study of the gas situation and oil 
well situation, is just impossible to fully give to each one a reasonable 
cost of production. 

Do you still think that is a pretty difficult task, to really search out 
and deliver to each one a reasonable profit ? 

Mr. Dicey. I think that it is reasonable to say it is physically impos- 
sible to make a rate base determination strictly on investment cost. 

Mr. Vursety. Would you anticipate that as this thing goes on and 
you finally get into the full swing of it, it would take a great number 
more employees and a great deal more cost to the Federal Government / 

Mr. Dicey. Certainly, based on cost rate base, as I presume it was 
being suggested by Mr. Yates, I think it is impossible to say just 
how many additional employees or how much more money would 
be required because it is a task that has not been attempted in any 
field I have heard of in Government. But undoubtedly it would be 
a tremendous cost if it were to be accomplished at all. 

Mr. Vursety. Will you, for the record, again state about ne 
percentage finally goes to the people who produce and get the g: 
ready to go into the pipeline ? 


CONSUMER COSTS COMPARED WITH FIELD COSTS 


Mr. Diesy. The Federal Power Commission responsibility has not 
led them to an examination of that factor, I do not think. The 
testimony has been offered here, however, that the average price 
received by the producer for gas sold in interstate commerce is 
9.9 cents, and what percentage that would be of the cost to the 
consumer depends, of course, on the area where the gas is being 





sold. The New York City area is the highest, I think, in the 
country, ad there are other areas quite high. The Washington area 
here is less than $2, but it is pretty high. I do not know just what 
itis. But the average field cost is less than 10 cents a thousand cubic 
teet. 

Mr. Vurseuti. In other words, then, the person that does the ex 
ploration to bring in the gas, that drills the dry holes, and pays his 
labor, takes his losses and takes his winnings and makes it possible 
to help power this country in times of peace and war, and power 
industry and heat the homes of the Nation, gets less than 10 percent ; 
and out of that 10 percent he has stood all of these expenses and he 
vet has to pay a substantial part of that in taxes to the Government. 
Is that right? 

Mr. Diesy. That is true, undoubtedly. 

Mr. Vursetut. Now is it not a fact that the entire average of 
the homes in 1954 that used gas was about S72 ¢ 

Mr. Puu.tirs. Average what / 

Mr. Vursev,. The average gas bill was $72. Out of that $72 the 
producer that I have been talking about, that made it possible, got 
less than $7 out of the burners tips’ $72 bill 4 

Mr. Diesy. I have no documented evidence to support that. but 
generally speaking that is about correct. 

Mr. Vurse.u. I have been liberal. The producer got $5.64 out of 
the $72, and that is based on accurate statistics. That is the fellow 
we are searching out now to control and putting this impossible 
proposition onto the Federal Power Commission, as I look at. it. 

Now I would like to ask you another question : Is it true that during 
the past 10 years, while other fuels like coal and other fuels have gone 
up, that these gas people have not gouged ~ people when they had 
10 years’ opportunity to do it? And is it not a fact that that can 
be proven by the fact that during the past 10 years gas for the homes 
of America has not increased? Do you have any statistics on that / 

Mr. Pures. You mean price of gas has not increased ¢ 

Mr. Vursetu. I mean price to the consumer has not increased. 

Mr. Yates. In the last 10 years / 

Mr. Vurse.u. The last 10 years. If there is a question about that 
I would. like you to put that in the record. 

Mr. Diesy. It would be impossible for me to say, and I would not 
hazard a guess. 

Of course, I think the prices of gas have advanced since World Wa 
II especially, for the reason that markets have been developed soil 
large inch pipelines are supplying the market from the producing 
areas, and this demand has caused the price of gas to seek more nearly 
a commodity value level than it had been before that time. 

Mr. VuRsewu. I have read statistics that I believe to be correct, and 
[ am trying to keep them in my mind. I think you will find that gas 
for homes has not increased. Under our free-enterprise system there 
has been a great sufficiency of gas. 

Mr. Dicsy. You, perhaps, are correct because in the ear ly days of 
commercial gas for space heating in interstate commerce, the gas was 
pretty high ‘and, of course, the deprec lation of the pipelines had not 
taken plac e at that time. But I could not compare the price then and 
now because I do not know. 
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However, during the 16 years since the enactment of the Natural Gas 
Act, when the producers prices were not. regulated by anyone in any 
particular until the Supreme Court decision on June 7, 1954, the 
prices did not run away as is definitely proven by the fact of the less 
than ten-cent field price at the present time. 

Mr. Vourseti. Do you know what is the cost of gas delivered to 
Chicago before the city public utility takes it over? 

Mr. Diepy. I do not know, but we have members who do. 

Mr. Yates. The same public utility picks it up and delivers it. 

Mr. Kuykenpaty. We computed city gate cost during hearings on 
the Harris bill of various cities within the United States, including 
Chicago. I do not recall the figure, but we have it as it was at that 
time and I do not think it has changed materially since then, which 
we could give you. 

Mr. Evrys. I hold in my hand docket. No. G-6277 and docket 
G-9280, Chicago Corp. and Gulf Plains Corp. from his State, and 
order issued by the Federal Power Commission to institute investiga- 
tion looking into the rate structure, and they state “as indicated varlier, 
we believe it is possible that the practices and rates are unjust, un- 
reasonable, or preferential.” 

Mr. Puruires. In Chicago? 

Mr. Evins. Yes. 

Mr. Yates. By producers of natural gas. 

Mr. Evins. Twenty-five investigations have recently been instituted 
by the Commission. It is presumed the Commission has some reason 
to believe gas rates are unreasonable. 

Mr. Purtures. The test would be whether rates are reduced as a 
result of investigation. 

Mr. Evins. The Commission has instituted these investigations with 
that presumption. 

Mr. Vurseiu. It would be a good idea to investigate many public 
utilities that made such a desperate fight to defeat the Natural Gas Act. 

Mr. Osrertac. Mr. Chairman, in your statement you point out 
that your total budget request for this year is $5,250,000 as compared 
with $4,903,000, which is an increase of $347,000. In other words, 
there is practically no increase at all, because the statutory increases 
in salaries take up approximately that amount; is not that correct? 

Mr. KuyKkeEnpbati. No, I do not believe it took up anything like that 
amount. 

Mr. Domers. This provides for an increase of 31.3 man-years. 


STATUTORY INCREASE IN SALARIES 


Mr. Osrertac. Of the $347,000, what is the amount of the increase 
caused by the statutory increase in salaries? 

Mr. Linpsay. $302,000 is the cost in 1956 and about $315,000 in 
1957. 

Mr. Ostrerrac. T am talking about the budget for 1957. 

Mr. Domers. Are you speaking of the Ramspeck increases? 

Mr. Tuomas. The regular pay increases. 

Mr. Domers. That is s roughly $300,000, but in 1956, we received an 
increase, or we will receive an increase of $950,000. That sum of 
$250,000 is carried forward into 1957, so that is the statutory increase. 





Mr. Osrerrac. In other words, comparing your 1957 budget re- 
quest with your 1956 budget the increase is primarily due to per- 
sonnel services ! 

Mr. ete, Yes. 

Mr. Osrerrac. Would you say that reflects an increase in the num 
ber of people employed in part ¢ 

Mr. Domers. Yes, sir; it provides for an increase of 31.3 man-years. 

Mr. Osrerrac. And that is substantially the only major increase 
n your budget ? 

Mr. Domers. Yes, sir; that is the major increase. There is an in- 
crease of $50,000 for travel and $54,000 for other expenses. 


INTERNATIONAL JOINT COMMISSION 


Mr. Osrerrac. Now, Mr. Chairman, in your statement vou point 
out the various activities and responsibilities of the Commission which 
have increased over the years, including the licensing of non-Federal 
hydroelectric power, the responsibility of the Commission in the ad- 
ministration of the Natural Gas Act, and then, of course, responsibility 
for the functions performed under the authority involved in the Fed- 
eral control of rivers and harbors. 

You make no mention of those projects or those developments which 
might be international in character. 

Mr. Kuyxenpatt. I believe those would be under the category of 
licensing of Federal hydroelectric projects. 

Mr. Ostertaa. I see. 

In that connection, you are responsible for licensing in the State of 
New York, the St. Lawrence power project, under the New York 
State Power Authority, and then, of course, there is the Niagara power 
development, which is under consideration. 

Do you consider that you have the power, or that the right is in the 
Commission, to license redevelopment at Niagara / 

Mr. KuyKenpatn. We have never had before us any application, 
Mr. Ostertag. You are asking a pretty serious legal question. We 
have not had occasion to rule on the issue. 

Mr. Osterrac. But if application were made, would you seriously 
consider it ? 

Mr. KuyKkenpatn. Yes, I would, and I am sure that the whole 
Commission would. We would consider what the law permitted us 
to do and what it prohibited us from doing. 

Mr. Osrertac. Do you feel that the reservation in the Niagara 
treaty is clear and midoge ite for a determination, or would the Com- 
mission look with favor upon a clarification of that point ? 

Mr. KuyKenpauu. I would not want to express any opinion as to 
my own belief as to the validity of that reservation and the treaty 
provisions. I personally would see no objection to the matter being 
clarified if it could be. I believe everyone would like that. 

Mr. Osrertac. There is another international prob lem, of course, 
that you people are associated with and that is the St. Lawrence power 
development. There in that development, you have granted a license 
to the New York State Pow er Authority which is operating to develop 
this power jointly with Canada. 





Mr. Chairman, would you or your General Counsel care to com- 
ment as to whether or not the people in that general territory, particu 
larly along the shores of Lake Ontario, are adequately protected from 
damage resulting from the change in the water levels, caused by the 
development of power under the terms of your license or the treaty / 

Mr. Garcnenn. I think, Congressman Ostertag, that there are two 
answers to that. 

First, as a matter of law, I think that they are fully and adequately 
protected. 

Now, the second phase of it, the factual situation, is one with which 
Mr. Adams, Chief of the Bureau of Power, is much more familiar 
than Tam. He is an alternate on this International Joint Board and 
he might be yy to give you some further information on that. 

Mr. Apams. I do not know whether I can tell you anything that 
you do not already know, Mr. Ostertag, about the actions of the LJC 
in respect to a regulating plan. 

The International Joint Commission has had under consideration 
for some time a revision of the so-called regulating plan No. 5, which 
was prescribed in its order of approval of October 1952. 

After much study and consideration of a new plan which should be 
put into effect, they have under consideration now a plan which for 
reference is called 12-A-9. This plan has already been approved by 
the Governments of the United States and Canada. 

That provides for regulating Lake Ontario between levels 244 and 
248. 

The natural range, as you probably know, is about a 7-foot range 
and this would hold it to a 4-foot range. 

The details of that plan have not been fully released, but there has 
been some publicity on it. 

As I understand the plan, it would provide for regulation of the 
Lake between 244 and 248 which would bring the maximum level 
down from—lI think, the maximum has been in the neighborhood of 
249-plus, and it would bring that down to 248 and the minimum has 
been in the range of 244. 

Just what is to be the final action on that, I am not in a position to 
say. and I would think that the International Joint Commission would 
be the appropriate body to express a view on that. 

Mr. Osrertac. But the New York State Power Authority has been 
granted a license by the Federal Power Commission, and if the New 
York State Power Authority violates in some way the regulations 
as laid down by the International Joint Commission, and that. viola- 
tion causes damage to property. who enforces that regulation ? 

Is it the International Joint Commission or is it up to the Federal] 
Power Commission to hold over the New York Power Authority’s 
head the license which has been violated ? 

Mr. Apams. I think that is getting into a legal question, Mr, Oster- 
tag, but may I make a correction before going on? I intended to say 
244 to 248, not 242 to 244. 

Mr. Ostertac. Whatever the levels may be, I am talking in terms 
of the regulations which establish certain mimimum and maximum 
levels, is that true? 

Mr. Apams. Yes, sir. 
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LEGAL RECOURSE UNDER INTERNATIONAL AGREEMENTS 


Mr. Osrerrac. In the event that the water exceeds that level and 
damage is done, the question is, where do the people in the country 
have protection, to what court or to what Government agency do they 
vo for that protection 4 

The International Joint Commission is a me smber of an international 
body, and the question is whether the United States is responsible 
to the people of the United States, or is it the joint agency of the two 
countries which is responsible to our people / 

Mr. Apams. I would expect that it would be the International 
Joint Commission, but Mr. Gatchell is probably better qualified to 
discuss that than I am. 

Mr. GatcHeti. I do not believe that you will have an answer to 
that question until a case is presented in court. 

Mr. Osrerrag. To what court would that go ¢ 

Mr. Gatcueiy. There has been some discussion around Lake On 
tario as to just who they would go to to establish the cost of the dam- 
age, and, secondly, the responsibility for that damage from a financial 
standpoint. 

Section 10 (c) of the Federal Power Act, which, of course, is part 
of the license issued to the New York Power Authority, provides that 
they shall conform to such rules and regulations as the Commission 
may from time to time prescribe for the protection of life, health, and 
property. 

Now, the Commission prescribed that the rules that they should 
conform with were those rules to be laid down by the International] 
Joint Commission. 

It seems to me under the license, and under the Federal Power 
Act somebody injured by an unlawful or unauthorized operation in 
violation of the International Joint Commission regulations could 
take the power authority into a district court of the United States 
located in New York State and there prove the damage. 

That is a difficult matter, and I think that the Federal Government 
has some responsibility in that. 

I would hope that they would be able to come to the Federal Power 
Commission to secure such engineering assistance as might be neces- 
sary to establish the fact. 

They could first appeal to the Federal Power Commission if they 
desired to do so, and see if the Commission could make a determination 
as to the fact as to whether the project was in unlawful operation or 
violated an LJC rule, and then the Federal Power Commission finding 
in that respect could be used as the basis for a court suit. 

That is one way of proceeding, but I am unable to advise you as to 
what would ultimately be found to be the legal protection which they 
have. 

I think, for myself, and I have studied this thing over a matter of 
probably some 10 years, that they have full, adequate, and complete 
protection of the rights of any property owner up there, but, neverthe- 
less, I want to point out to you that this is such a large development, 
and the injury suffered by any individual property owner would be so 
small in relation to the total injury, that it must be approached on a 
broader scale than a separate individual injury, and that is why I 





1724 


think both the International Joint Commission and the Federal Power 
Commission have done all that they can to insure first that there will 
be no damage, and, second, that both the Hydroelectric Power Com 
mission in Canada and the Power Authority in New York in the 
United States shall conform to the proper regulations. 

That is, I think, about all that we can do at this stage. 

Mr. Osrertac. I agree with what you say but I think that you have 
to admit that this is a complex question. 

There are a lot of “ifs”, and “ands” involved in this, but you have 
granted a license to the Power Authority of the State of New York 
which, in a sense, is a governmental agency, but has no resources 
except the bonds that are issued and sold under the name and the 
authority granted to it by the State of New York: is that correct ? 

Mr. Gatcneit. That is correct, except this: When you say it has 
no resources, they are going to get quite a sizable amount of income 
out of that every year. 

Under the constitution of New York, the property of the State may 
not be disposed of except by constitutional amendment. 

Mr. Osrertac. That is right. 

Mr. Gatcnett. So, therefore, the prospect of taking over physically 
the legal title to the dam itself, that is, the part on the American 
side, presents some constitutional difficulties to anyone who might 
proceed in that manner 

The placing of a lien on the revenues is not such a difficult matt 
and in that aspect of it, I think they have adequate protection as a 
matter of practicality and a matter of legality for any damage which 
might be suffered because I cannot conceive that the damage by the 
wildest stretch of the imagination would be so great that the revenues 
over a short period of time would not completely compensate property 
owners. 

That is the basis for my reasoning with respect to the legality of it. 

Mr. Ostertac. You have answered the question. 

T was wondering where the power authority would get the money 
to pay because they have issued bonds for a specific purpose and the 
question is whether there would be money in the till which could pay 
untold damages or indemnity, as to whether they could do that or not. 

Mr. Garcnery. I am assuming, of course, that they are sensible 
people who are going to avoid damage and secondly, that if there 
is an unfortunate circumstance where damage does arise, that there 
is ample recourse for the collection of the appropriate amount from 
a United States entity. There are other international problems in- 
volved in that, of course. 

Mr. Ostertac. Thank you. 

Mr. Evrns. There is one further observation that I wanted to make 
when I was interrupted. 

There is some reference in here to a slowing down of the Commis- 
sion’s work. In the second paragraph on page 6 of the Chairman’s 
statement he speaks of limitations which might delay the Corps of 
Engineers in the submission of records to Congress and— 
this possibility is of immediate concern in relation to the Corps of Engineers’ 
program to control the New England rivers subject to recurring floods. 

T just wanted to state that I do not think the Commission should 
shift the burden to the Congress because last year and this year, too, 





vou have been asked if the funds which you are requesting in the 
budget before us were adequate to do the job. 

So if you do not do the job, do not try to shift the burden to the 
Congress because we have asked you about the adequacy of funds, and 
certainly we want you to have sufficient funds. 

Mr. KuyKenpaty. We were not questioning the total amount. It 
was a question of the limitation now existing as to how we could ex- 
pend certain funds appropriated. 

Mr. Evins. Would you tell me what you would like in the way of 
lifting the limitations’ 

Mr. KuyKenpatt. We just asked that the appropriation for the 
fiscal year 1957 contain no such limitation. 


EXECUTIVE PRIVILEGE 


Mr. Yates. Mr. Gatchell, if I were to address a communication to 
President Eisenhower, would that be covered by executive privilege ¢ 

Mr. Garcuei. If you were to as a Congressman ¢ 

Mr. Yates. Yes. 

Mr. Garcueti. I do not quite follow you. 

Mr. Yates. Or as an individual; suppose I was not in Congress. 

Mr. Garcue yi, I would think you, as an individual, or as a Member 
of Congress, if you wanted to write to the President and release what 
you had to say to him, you would have a right to. 

Mr. Yarrs. Somebody asks me about the question whether, if I did 
address such a communication to him, could I get executive privilege ¢ 

Mr. Garcue.u. I do not think the same rules in respect to what you 
are suggesting would apply to the Federal Power Commission sub- 
mitting a report to the President on some enrolled bill which had been 
passed ‘by the Congress. 

Mr. Yates. Is not the Federal Power Commission an independent 
agency of the Government ? 

Mr. Garcneti. We are certainly not in the executive department. 
We are fully independent of the executive department, but when we 
send a report to a committee of Congress, the Commission does not 
release that report until it is released by the committee. 

Mr. Yarrs. Suppose another committee should ask you about. it, 

ould you claim privilege in that respect ? 

Mr. Garcuruy. I do not think we would ever approach the question 
of privilege there with respect to the President. 

Mr. Yarrs. I understood the chairman a few minutes ago in re 
sponse to Mr. Evins question to say, or to indicate that the executive 
privilege in respect to Mr. Evins’ question, as to whether he had sent 
a message to the President urging him not to veto or to enact a bill 
extended to that. 

Mr. Garcueuy. I believe the chairman said, or suggested to him, 
the extent of the executive privilege in that connection. 

Mr. Yates. That is why I am asking you the question. 

Mr. Garcue.t. Obviously the P resident has not released any of the 
reports before the Bureau of the Budget and it would seem to me, in 
all due courtesy to the President, we should wait until he does release 
them. We would not release something up here, for instance, to a 
committee. 
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Mr. Yares. What you are talking about is not executive privilege 
the +n, inasmuch as the President has not released it, that does not mean 
that his communication is covered by executive privilege. 

Mr. Garcnen. You are asking about a different thing. I know of 
no court determination of that executive privilege to which I am 
referring. It does seem to me that _ is one which is a matter of 
comity between the agenc ies. Now, I do not think that the Federal 
Power Commission is subject to the executive branch in any respect. 


INDEPENDENT GAS PRODUCERS 


Mr. Yates. I have one more question, and that is the question about 
the farmer receiving a royalty, the question that the chairman brought 
up and which Mr. Vursell pursued. The farmer who leases his I: ind to 
an oil company and receives a royalty in exchange for it still has an 
ownership right in that property, but he is not necessarily under the 
provisions of your law; is he? 

Mr. Kuykenpaty. If he were selling his own gas, taking it in kind, 
and making his own sale of it—yes. 

Mr. Yates. That is a different circumstance than a person receiving 
a royalty; is it not? 

Mr. Tuomas. No: it is not. 

Mr. GatcHELL, No. 

Mr. Yarrs. You mean he takes his royalties in gas and then sells it 

Mr. KuyKkenpatn. Iam not a mineral lawyer. I think perhaps the 
chairman of our subcommittee is a better mineral lawyer than I am. 
I think the royalty owner does sometimes take it in kind and make his 
own sale of it, in which event he would have no rate base on which to 
base his rates. 

Mr. Yares. This interesting question of not being a mineral lawyer 
means that you cannot answer. 

Mr. KUYKENDALL. Judge Digby is. 

Mr. Dieny. Of course, it would depend on your lease contract as to 
whether the lessor has the r ight to take the gas in kind, but many of the 
leases do provide that he does have the right to take gas in kind. 

Mr. Yares. I think there might be a determination of this, Judge. 

Very presumably his view about that case has been established 
terms of his own interests in it. 

Do you not agree that this same farm is this type of an example? 

Mr. Diesy. Certainly. 

Mr. Yates. Because of the fact that our friend, Mr. Vursell, picked 
it up immediately in order to acquaint the farmers in his district of 
what could happen if they discovered gas on their land ¢ 

Mr. Diesy. I think he is right; it could. 

Mr. Yates. You are entitled to your opinion, Judge, and I am 
entitled to mine. 

I have just two more points. 

Mr. Vursell stated that there could be as many as 9,000 or 10,000 
independent producers who might be subject to the Commission. If 
that be true, why do you come in and tell us that there are 2,300? Why 
do you not tell us in your justification that there are 9,000 or 10,000? 

Mr. KuyKenpay. I did not say I agreed with Mr. Vursell. I donot 
know how many producers there are. I still do not know what the 
total number is. 





Mr. Yates. This statement brought out by the Federal Power Com 
mission says that you think, 2,300 is the number. 

Mr. KuykenbDALL. I will stand on what I said in the statement. 

Mr. Yares. That is what the statement says. Judge Digby stated 
that if the original costs were used, as the basis for valuation, it would 
be impossible to carry this to a general conclusion; that it would be 
impossible to say how much mone y would be required. 

If that be true, am I correct in drawing the inference that because we 
have asked for a specific amount of money, you do not intend to use the 
original cost as a possible basis for evaluation / 

Mr. Kuykenpaut. No: 1 would say this, and with all due respect to 
the circuit court of appeals, I think that the court was in error when it 
told us we had to have an original cost study of each producer. I 
think the court was actually legislating when it said that, because the 
Natural Gas Act merely says that we shi all prescribe just and reasonable 
rates. I still believe that the correct law is what the Supreme Court 
has said so many times, that we are not confined to any one rigid 
formula. 

Mr. Yarrs. I would agree with that, but my question still has not 
heen answered. 

Do I take it from the reply of Commissioner Digby and from your 
reply that you do not intend to use it as one of the considerations for 
arriving at this? 

Mr. Dicey. I did not say one of the considerations. You have 
changed my proposition. 

Mr. Yates. What is your proposition, Judge ? 

Mr. Dicsy. That the investment cost rate basis alone is impossiple 
of administration of an independent producer sales of gas 

Mr. Yarrs. You are drawing a distinction in that respect between 
an independent producer and pipeline company’s operations which 
are comparable to an independent producer ¢ 

Mr. Dieny. Well, I do not know. 

Mr. Yares. I am not trying to put words in your mouth but the 
fact still remains that insofar as pipeline operations in exploring gas 
fields it owns are concerned, to that extent it is comparable to an in 
dependent producer, is it not? 

Mr. THomas. Exploring and transmitting are two different things. 
Mr. Yates. I agree with that, but the exploratory operations of 
pipeline company are in fact under the regulations of the ania 

Commission 4 

Mr. Diery. Yes. 

Mr. Yates. You are able to fix the value of its license, and you have 
fixed the value of its license. You have been doing it under the 
original cost theory and prior to the Panhandle Eastern case. 

Mr. Diesy. They are limited pipelines, limited to their own pro 
duction, and they presented a different problem from what would 
be encountered by independent producers. The pipeline company has 
a fine set of books, and it has its auditors and accountants, and they 
can give a report showing their investment cost but you go out ove! 
the country and the independent producers, many of them, have their 
offices in their hip pockets. 

Mr. Yates. Would you say that was true of the Phillips Co. ¢ 

Mr. Dicsy. No. 





Mr. Yates. Would you say this is true of 85 percent of the inde 
pendent producers / 

Mr. Diesy. About 85. 

Mr. Yates. As I understand the statistics before the Interstate and 
Foreign Commerce Committee, there were approximately a hundred 
companies that owned a very substantial portion of the known re- 
serves of gas throughout the country, and those are companies that do 
not carry their books in their hip pockets. 

Mr. Diesy. You are right. 

Mr. Tuomas. Thank you, gentlemen. It is nice to see you all. 
Come back whenever you can. I hope next time you will stay longer. 


Fesrvuary 17, 1956. 
FeperaLt Trape Commission 
WITNESS 


HERBERT MALETZ, CHIEF COUNSEL, ANTITRUST SUBCOMMITTEE 
OF THE JUDICIAL COMMITTEE, HOUSE OF REPRESENTATIVES 


Mr. Tromas. The Committee will please come to order. 

The committee this morning will have the pleasure of hearing some 
of our colleagues as well as others who are interested in matters before 
this committee. 

This morning we have the pleasure of having with us Mr. Herbert 
Maletz, chief counsel of the Antitrust Subcommittee of the House 
Judiciary Committee, which committee is very ably chairmaned by 
our distinguished friend, the Honorable Emanuel Celler of New York. 

The statement of Mr. Celler is one which has been prepared very 
carefully by Chairman Celler and his staff. The chairman is ill this 
morning and is not able to appear in person. The committee wants 
to wish him well and certainiy wish him a speedy recovery. I know 
| express not only my own sentiments, but that of the membership of 
the committee generally in saying, perhaps, there is no finer and 
harder-working man in the Congress or anyplace else than the dis- 
tinguished Chairman Emanuel Celler of New York. 

Mr. Maletz, if you have a statement for us now, we will be pleased 
to hear you read it, highlight it, or say anything which you desire 
to say on behalf of the chairman. 


STATEMENT OF Hon. EMANUEL CELLER, A REPRESENTATIVE IN 
Coneress From THE State or New York 


(Presented by Herbert Male’z, Chief Counsel of the Antitrust 
Subcommittee of the House Judiciary Committee) 


Mr. Maerz. Thank you very much, sir. Mr. Celler asked me to 
tell this very distinguished committee how much he appreciates the 
opportunity which the committee has afforded to him to have his 
statement read. 

Reading from Mr. Celler’s statement : 

“T appreciate the opportunity of appearing before this distin- 
guished committee in support of the Federal Trade Commission’s 
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request for a $951,500 appropriation for antimerger enforcement activ- 
ity. 

“May I say that I am appearing not only in my individual capacity 
but on behalf of the entire House Judiciary Antitrust Subcommittee 
which recently has held extensive hearings on this entire merger prob 
lem. Based on our examination of this subject, our interim report 
filed December 27, 1955, recommended unanimously that Congress 
‘nake a substantial increase in its appropriations to the Federal Trade 
(Commission with the increase earmarked specifically for merger work.’ 
Our subcommittee concluded first that ‘merger e inforcement activ ity 
has been seriously hampered by lack of sufficient funds which has pre 
vented the * * * Federal Trade Commission from assigning more 
than a corporal’s guard of attorneys and economists to merger work’ 
and second, that ‘the merger movement is too widespread and too per 
vasive for anything less than a full-scale, concentrated effort to pro 
duce adequate results and adequate results can be accomplished only 
if necessary funds are made available.’ 

“The administration also recognizes the danger the current merger 
wave presents to our free competitive system as evidenced by the fact 
that the President’s budget message makes a specific request for a 25 
percent increase in funds for the Federal Trade Commission which 
would be used solely for antimerger enforcement activities. 

“All of us, [ am sure, are dee ply disturbed by the astonishing rate 
at which company mergers and acquisitions have taken place in re 
cent years. Consider that in the year just ended the number of cor 
poration mergers set a 25-year record and proceeded at a rate 4 times 
that of 1949. Consider also that through mergers, giant corporations 
have swallowed up small competitors on a wholesale scale, In the 
last 5 years, in fact, over 3,000 concerns have disappeared in the 
process. 

“It is pertinent to bear in mind that the greatest proportion of 
- rgers that have taken “dl ice in recent years has involved acquisitions 
by large firms with assets of over $10 million. These concerns ac 
counted for 66.5 percent of all acquisitions from 1948 to 1954. On the 
other hand corporations with assets of less than $10 million accounted 
for only 30.4 percent of the acquisitions. During the period from 1940 
to 1954, acquiring corporations with assets of over $50 million ac 
counted for about 29 percent of all mergers. But in 1955 over 33 per- 
cent of the mergers completed involved corporations having assets of 
over $50 million. By way of contrast, acquisitions by corporations 
under $1 million dropped from approximately 12 percent in 1940-54 
ne 1.8 percent in 1955. These statistics demonstrate that ac quisitions 
by large size corporations are on the increase while acquisitions by 
small corporations have declined significantly. 

“This is not to say that all or even a majority of mergers are bad. 
Many mergers—those in the automobile industry are typical have 
helped competition by strengthening the market position of the com- 
bined companies and their ability to compete more vigorously. Also 
on the positive side of the ledger some corporations have averted bank 
ruptey in this way. And some have assured themselves of adequate 
supplies during periods when materials are scarce and of guaranteed 
product outlets in periods of recession. 





“But the story does not end there. I think it is fair tosay that many 
mergers can be attributed to the voracious appetite of certain giant 
organizations. Some of these concerns have bought up growing, efli- 
cient, profitable, vigorously competitive businesses. Not only dlo 
mergers of this kind exact a heavy toll upon independent business, 
they. have an effect on competition that has mushroomed out. The 
impact reaches small firms which may have to compete with a consoli- 
dated corporation; it reaches customers of the acquired enterprise, 
who have found their former source of supply cut off; it reaches former 
suppliers of either of the combining corporations who find that their 
products or services are no longer needed; and, it reaches firms who 
have lost an important outlet for their products as a result of the ac 
quiring corporation’s decision to have its products sold exclusively to 
the marketing organization. 

“In considering this merger problem there are, I think, a few ob- 
vious fundamentals. The basic objective of the antitrust laws is the 
preserv: ation of a free competitive enterprise system in which eco 
nomic activity is controlled so far as possible by the market and 
not by men. "Those who enacted our antitrust laws believed that. the 
market should control our business decisions, not businessmen the 
market. They strove to safeguard and preserve genuine workable, 
effective competition, the kind where prices, output, wages, and other 
rewards depend not on the decisions of a few but result from the day 
to-day actions of rival business firms, independently motivated. This 
decentralized brand of decision making, they knew, would insure a 
maximum not only of individual opportunity, but of political liberty 
as well. 

“These familiar landmarks may be obvious but they are sometimes 
taken for granted. And frequently overlooked is the fact that the 
basic objective of the antitrust laws has been frustrated in consider 
able part by mergers which have resulted in giant aggregations that 
have obtained economic power to control prices and supply, yes to 
dominate many industries. Indeed, the long-term rise in salinateie) 
concentration in this country is due in large measure to companies 
buying up other companies rather than through normal growth. 
Many of the largest companies in the country actually acquire “near ly 
all their assets by merger. 

“It is perhaps needless for me to point out that Congress has been 
deeply concerned about the direction in which merger movements are 
reorienting our system of free competitive enterprise. This, in fact, 
was why the Celler-Kefauver Antimerger Act was placed in the 
statute books in 1950. As you know, this statute closed a widely ex- 
ploited loophole in the Clayton Antitrust Act of 1914. This loophole 
existed because section 7 of that act applied only to corporate mergers 
accomplished by stock purchases. Companies could circumvent the 
law by the simple device of buying up the plant or other assets of a 
second concern—thus leaving the enforcement agencies powerless. 
For that reason, section 7 of the Clayton Act was virtually a dead let- 
ter until passage of the 1950 legislation which plugged the loophole 
and forbade corporate mergers no matter if accomplished by asset 
purchases or stock purchases if the effect m: vy be substantially to lessen 
competition or tend to monopoly in any section of the country. 

“Experience has now demonstrated that. the enforcement. officials 
have a law which is adequate by and large to curb economic concen- 
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tration resulting from corporate mergers. It is true that procedural 
amendments appear necessary to strengthen enforcement. ‘These 1n- 
clude premerger notification ‘and authorization to the Federal Trade 
Commission to seek a preliminary injunction restraining consumma- 
tion of a merger pending final Commission action. ‘These measures are 
presently being considered by our subcommittee. But far more im- 
portant, enforcement officials need money which they can translate into 
manpower so that the law can be enforced. For despite the near 
record number of mergers that have occurred in the last 4 years, 
the flow of funds allocated to the Federal Trade Commission to com 
hat this trend has been a mere trickle. 

“In recent months the Commission has accelerated its antimerge) 
program and is doing what it can with the funds available. However, 
this is not good enough. If the Commission is to do an effective job 
in administering the Antimerger Act, literally hundreds of cases must 
be investigated preliminarily each year at considerable cost. In ad 
dition, the Commission estimates that it will be necessar y to conduct 
at least 60 full field investigations and at least 20 of these will be re 
ferred to the Bureau of Litigation for complaint and a minimum of 
12 complaints will issue. 

“Merger cases necessarily are complicated and almost invariably 
involve long, hard-fought litigation. It is doubtful that this litiga 
tion will cease at the Commission level. The Commission must be 
provided with funds to investigate and try its cases and to uphold 
its orders in the courts of appeals. 

“Let me make reference to a few cases which are now in the proc- 
ess of litigation to indicate the need for the recommended appropria 
tion. In 1955 the Commission brought a complaint against the Crown- 
Zellerbach Corp., one of the largest manufacturers of pulp and paper 
in the world. The complaint involved the purchase by Crown-Zeller- 
bach of the assets of St. Helen’s Pulp & Paper Co., one of Crown’s 
two principal competitors in the sale of kraft paper and paper prod- 
ucts in the western States. During fiscal year 1955 this case required 
a substantial part of the time of 2 lawyers, 1 hearing examiner, and 
part-time work by 10 members of the ec onomic s staff. The cost of this 

case during fise al year 1955 was estimated at $56,800, of which amount 

$25,000 was devoted to investigational work and the remainder to trial. 

“The Pillsbury complaint was filed in 1952. During fiscal year 
1955, this case required almost the full time of 1 lawyer, a large part 
of the time of 1 hearing examiner, and the part time of 3 economists 
at a total estimated cost to the Government of $22,350. 

“The Farm Journal complaint which was filed on June 80, 1955, 
has cost to date in excess of $15,000 and it has not even reached the 
hearing stage as yet. 

“Many more cases will have to be filed to the end that the merger 
movement does not strike at the very heart of the American economic 
system and local independent free ‘enterprise. As President Eisen- 
hower stated in his Economic Report of January 26, 1956, ‘Mergers 
have become more numerous of late and an eye, at once vigilant ‘and 
discriminating, must be kept on such developments * * * (T)o serve the 
basic American desire for an economy under which business opportuni- 
ties are increasing and in which economic control is widely diffused, it 
is desirable to strengthen our antitrust laws and provide larger appro- 
priations for their enforcement.’ 
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“Some basic questions require careful thought. Do we really want 
a vigorous and effective antitrust program or merely a statute that 
reads well on the books? Do we want alertly to preserve free, com- 
petitive enterprises if they are efficient, self-sustaining, and profitable ? 
Do we believe freedom of entry, equality of opportunity and individ- 
ual initiative are worth $951,000 out of a $66 billion total budget, nearly 
two-thirds of which goes to preserve our freedoms from dangers that 
threaten from without? Should we be willing to pay a minute per- 
centage of that amount to protect our freedom against dangers aris- 
ing from within? I think the answer is clear.” 

Mr. Tuomas. That is a very fine and able statement, and we thank 
you very much. 

Mr. Maerz. Thank you very much, Mr. Chairman. I do want 
to extend Mr. Celler’s thank to you for the courtesy which you have 
afforded in having his statement presented this morning. 

Mr. THomas. Please tell the Chairman we wish for him a speedy 
recovery. 

Mr. Maerz. Thank you, sir. 


Frespruary 17, 1956. 
NATIONAL SCIENCE FouNDATION 


WITNESS 


HON. HERBERT ZELENKO, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF NEW YORK 


Mr. Tuomas. We are pleased to have our colleague, Mr. Zelenko, 
of New York, who would like to present a statement for the record. 

Mr. ZeLenko. I appreciate the opportunity of introducing into 
the record the following statement of Prof. Paul A. Smith, of the 
department of mathematics, Columbia University, which is located 
within the congressional district I have the honor to represent: 


A STATEMENT CONCERNING THE ITEM “FOREIGN TRAVEL” IN THE 1956-57 BupDGeET, 
NATIONAL SCIENCE FOUNDATION 


The technological and scientific strength of a country depends heavily on that: 
country’s strength in basic science. An important function of the National 
Science Foundation is to support basic science in this country. 

Basic discoveries in the sciences are constantly being made by scientists over 
the world. A fact well-known to scientists, but not to the public in general, is 
that a large proportion of the basic ideas on which contemporary developments 
rest comes from foreign scientists. 

It is clear that we must keep abreast of world developments in the sciences. 
Access to contemporary scientific literature is indispensable, but cannot substitute 
for personal contacts, such as that which occur at international scientific con- 
gresses, symposia, conferences, etc. Without financial assistance it is difficult 
for our scientists, particularly the younger men, to attend such meetings when 
they occur outside the North American continent. To some extent representation 
by American scientists working on specific classified problems has been supported 
by the Army, Navy, Air Force, and Atomic Energy Commission. However, the 
only financial support which has been generally available for basic scientists 
has been that which has been provided under ‘Foreign travel” prior to fiscal year 
1955-56, when it was stricken from the National Science Foundation budget. 

We cannot afford to neglect any reasonable steps for promoting our research 
and training in basic science. In particular, we ought not to cut our scientists 
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off from scientifically valuable personal contacts in other parts of the world 
[t seems Clear, therefore, that a wise—perhaps indispensable—move would be to 
reinstate the item “Foreign travel,”’ a modest item which could be of incalculable 
value. 
PAUL A. SMITH, 
Professor of Mathematics, Columbia University; Chairman of Mathe 
matics, National Research Council. 


Frepruary 17, 1956. 


SECURITIES AND ExcHANGE COMMISSION 
STATEMENT OF CONGRESSMAN JOHN J. RHODES OF ARIZONA 


Mr. Tromas. The committee will insert in the record at this point 
i. letter sent to me by Hon. John J. Rhodes, a Representative in 
Congress from the First District of Arizona, expressing his views 
with regard to the Securities and Exchange Commission. 

(The letter is as follows:) 


House OF REPRESENTATIVES, 
Washington, D. C., February 14, 1956 
Hon. ALBERT THOMAS, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. CHAIRMAN: I wish to thank the chairman of this subcommittee 
for the opportunity of permitting me to submit this statement supporting the 
appropriation request of the Securities and Exchange Commission, an agency 
of the Federal Government whose work I have had the opportunity to observe. 
I feel that independent regulatory agencies, particularly in their enforcement 
of the statutes adopted by the Congress, are deserving of the greatest con- 
sideration in their requests for the money to perform their extremely important 
functions. The Securities and Exchange Commission is one of the most im 
portant of the regulatory agencies, particularly in view of the present ac 
celerated activity in the capital markets. 

New corporate financing during the calendar year 1955 exceeded $12 billion 
as opposed to $91% billion of new corporate financing for the calendar year 1954. 
However, this figure does not tell the complete story concerning the increase in 
the material which the Commission is charged by statute to supervise. As a 
practicing attorney, I am familiar with the various aspects of the Commission's 
regulatory jurisdiction. As is true with anyone who follows the financial pages 
in the daily newspapers, I am also familiar with the large increase in numbers 
of registration statements filed by corporations seeking to raise money in the 
capital markets, the great number of new brokers and dealers going into business 
and handling investors’ dollars, and the development of awareness and confi 
dence by the general public in the capital markets of the United States as a 
place to invest their hard-earned savings. This increased activity, in areas 
which are served by the regional offices, requires greater surveillance and 
vigorous law enforcement in order to protect the investors against loss both 
in new issues and in the secondary markets. 

The Securities and Exchange Commission has done and is continuing to do 
an outstanding job in protecting the investor and the public interest. Its 
present leadership has been extremely effective in handling this increased work- 
load without appropriate increases in personnel. Although the Commission’s 
workload has increased in each of the last 5 years, the current fiscal year is 
the only year in the last 7 fiscal years that the Commission has had an increased 
appropriation over the preceding fiscal year. 

It is quite clear to me that the Commission’s request for 84 additional posi 
tions is well warranted and constitutes a realistic approach toward properly) 
supervising the operation of the capital markets in the United States and the 
people who deal in them. 
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The additional $794,000 requested by the Commission for fiscal 1957 and 
approved by the Bureau of the Budget, deserves the careful consideration of the 
subcommittee and the full Committee on Appropriations. I respectfully urge 
that the subcommittee find the requested appropriation to be in the national 
interest and that it be approved as requested. 

I again wish to express my appreciation and thanks to the chairman and 
members of the subcommittee for allowing me the privilege of presenting my 
views before the subcommittee. 

Yours sincerely, 
JOHN J. RHODES. 


Fepruary 17, 1956. 
INTERSTATE COMMERCE COMMISSION 
WITNESSES 


DR. GEORGE P. BAKER, PRESIDENT, TRANSPORTATION ASSOCIA- 
TION OF AMERICA 

LESTER J. DORR, EXECUTIVE SECRETARY, NATIONAL INDUSTRIAL 
TRAFFIC LEAGUE, WASHINGTON, D. C. 

JAMES F. PINKNEY, GENERAL COUNSEL, AMERICAN TRUCKING 
ASSOCIATIONS, INC., WASHINGTON, D. C. 

GILES MORROW, PRESIDENT AND GENERAL COUNSEL, FREIGHT 
FORWARDERS INSTITUTE, WASHINGTON, D. C. 

Cc. E. HUNTLEY, SECRETARY-TREASURER, AMERICAN SHORT LINE 
RAILROAD ASSOCIATION, WASHINGTON, D. C. 

GORDON C. LOCKE, GENERAL COUNSEL FOR COMMITTEE FOR PIPE 
LINE COMPANIES, WASHINGTON, D. C. 

HARRY J. BREITHAUPT, JR., ASSISTANT GENERAL SOLICITOR, 
ASSOCIATION OF AMERICAN RAILROADS, WASHINGTON, D. C. 
BRAXTON B. CARR, ASSISTANT TO PRESIDENT, AMERICAN WATER- 

WAYS OPERATORS, INC., WASHINGTON, D. C. 


Mr. Tromas. Gentlemen, we have with us this morning Dr. George 
P. Baker, president of the Transportation Association of America. 

Dr. Baker, do these gentlemen represent your staff ? 

Dr. Baxer. No, sir, Mr. Chairman; these are the representatives 
of different transportation groups, all of whom are supporting the 
statement which I am about to make. 

Mr. Tuomas. We will be delighted to have them introduced to us 
so that they may become a part of our record. It is seldom that we 
have the pleasure of seeing such a distinguished group of experts on 
transportation. 

Start at one end of the line, and each of you gentlemen introduce 
yourself to the committee. 

Mr. Soirn. I am Frank Smith, I am with the staff of TAA, and 
the only other staff member present from TAA. 

Mr. Carr. I am Braxton Carr, assistant to the president, American 
Waterways Operators, Inc., Washington, D. C. 

Mr. Tuomas. That is nice. 

Mr. Brerrnavurr. I am Harry Breithaupt, Jr., assistant general 
solicitor, of the Association of American Railroads, 

Mr. Tuomas. That is nice. 
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Mr. Locker. I am Gordon Locke, general counsel for the Commit 
tee for Pipe Line Companies. 

Mr. Thomas. It is nice to have you. 

Mr. Hunter. I am C. E. Huntley, secretary-treasurer, American 
Short Line Railroad Association. 

Mr. Tuomas. It is nice to have you, sir. 

Mr. Morrow. I am Giles Morrow, president and general counsel, 
Freight Forwarders Institute, Washington, D. C. 

Mr. ‘Tromas. It is nice to have you. 

Mr. Pinkxry. I am James F. Pinkney, general counsel of the Amer 
can Trucking Associations, Washington, D. C. 

Mr. Tuomas. We have a lot of legal talent here. 

Mr. Dorr. I am Lester J. Dorr, executive secretary of the National 
Industrial Traffic League. I represent the shippers—the people who 
pay for the services of these other gentlemen. 

Mr. Tomas. It is good to have you here. 

Mr. Baker, it is nice to have you and your associates here with us, 
ind if you have a statement for us, we will be delighted to have you 
summarize it or put it in the record, or whatever is your pleasure. 

Dr. Baker. Thank you, sir. I would like to a it in the record, 
and I might just run through it and paraphrase it a bit, in order to get 
through it a little faster. 

[ would then like to ask that these gentlemen, if they want to com 
ment on any particular item, to be able to do so, 

The group includes the ones who have introduced themselves, but 
Mr. Jack Garrett Scott, whois general counsel of the National Associa 
tion of Motor Bus Operators, was sorry he could not get here. He had 
planned to be present, but he had another engagement. In fact, he 
had one of his associates coming but his associate got sick. Ile may 
get here at the last moment. However, they thoroughly support the 
position which [ am about to take. 

[ am professor of transportation of the Harvard Graduate School of 
Business Administration, Boston, Mass. I am appearing today a 
president of the Transportation Association of America and as spoke 
man for all segments of the transportation industry, inc lading ci arrier 
and shippers, who deal directly with the Interstate Commerce 
Commission. 

This group, which includes the American Short Line Railroad Asso 
ciation, American Trucking Associat ions, American Waterwa cL\ ( pe r 
ators, Association of American Railroads, Con — for P |p Line 
Companies, Freight Forwarders Institute, and the National Associa 
tion of Motor Bus Operators, is in complete agreement that the ICC 
needs more funds if it is to be expected to carry out the responsibilities 
assigned to it by the Congress. A spokesman for the National Indu 
trial Traffic League will follow with a statement in support of this 
position. 

The Nation has a tremendous stake in the ability of the Commission 
to do its job, which is a vital one to the national welfare and security. 
That job is to carry out impartially and effectively regulations estab 
lished by Congress over public « ‘arriers by rail, motor, pipeline, and 
water who are ope rating in interstate commerce. 

The public’s interest in these carriers is illustrated in part by the fact 
that it spends about $17 billion a year for their services, which repre 
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sents about 6 percent of our national income. In return, these carriers 
handle more than 73 percent of all our intercity freight and 9 percent 
of intercity travel in normal times, and far more in times of emergency, 

The groups listed above, including TAA, have long recognized the 
difficulties of the ICC in carrying out its assignment. and have made 
a general study of the problem. While we all believe that regulation 
of any industry should be held down to the minimum required in the 
public interest, that does not mean that regulations deemed essential 
should become lax because the administering agency does not have 
the resources to carry them out. 

While we found many areas of need in our studies of this problem, 
we did feel that it was particularly acute in the following areas: 

1. Enforcement of motor-carrier regulations: With only about 105 

fieldmen and 46 safety men to cover the entire country, the Commis- 

sion has not been able to effectively administer or enforce the economic 
and safety regulations that are applicable to almost 20,000 motor 
carriers subject to its jurisdiction. This inability to enforce the act 
has resulted in widespread violations by carriers who are supposed 
to be subject to its provisions. A sizable increase in field personnel 
is essential if motor-carrier regulation is to be effective. 

This is not just a matter of safety regulation, but of economic regu- 
lation also. It is the general feeling, and I believe well substantiated, 
that there is a lot of just straight, illegal operations going on and a 
part of the problem that you read about and hear so much talk about 
in regard to the competition between different forms of transportation 
is accentuated by the fact that there is a lot of things going on which 
under the law are supposed to be regulated and simply are never found 
because there is just no staff to find it. With only about 105 fieldmen 
and 46 safety men to cover the entire country the Commission has 
not been able to effectively administer and enforce the economic situa 
tion in this regard under its jurisdiction. 

A second and particular important point is the shortage of 
examiners. 

2. Shortage of examiners: There is a serious shortage of qualified 
examiners upon whom the Commission must depend for study and 
recommendations for disposition of the vast volume of applications, 
complaints, petitions, and other matters requiring daily consideration. 
This shortage is particulary acute for nonhearing examiners, who 
are key personnel because they are responsible for preparation of 
final reports and assist the Commissioners in many important duties. 
Undue “delays in the regulatory process are particularly harmful 
because the affected carriers are unable to recoup losses suffered 
thereby. 

Obviously, you must have these examiners, and this shortage is 
particularly acute for nonhearing examiners. Much of the criticism 
of ICC is due to the fact that they cannot act fast enough. Many 
people have often suggested changes in the act, many of which are 
essential but others of which r rally go to the problems of the Com- 
mission’s inability to act fast and not because they do not want to 
do what the law states, but simply because they cannot act fast with 
the staff they have, and the particular carriers that are involved have 
no way of making up their mind. 
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Mr. Tuomas. That is right, and also with the lawyers contesting 
every move. 

Dr. Baxer. That is the question we have not gotten into in this 
partieaes group. 0 

Replacement of retiring personnel: Perhaps because it is a long 
esti ablished agency, the Commission has a high percentage of its staff 
who are due to come up for retirement w ithin a rel: atively short time. 
= some bureaus, we understand, over 30 percent of the personnel will 
be eligible to retire in 2 years. As an example, this problem will soon 
be a serious one in the valuation section, which could have a harmful 
effect on the rapidly expanding petroleum pipelines, since their rate 
of return is based on the Commission’s valuation of carrier property. 
[raining of new employees for replacement of those who will retire 
in the near future would be incidental, of course, to the useful em 
ployment of such personnel in work presently being neglected. 

The above illustrations of spec ific manpower prob lems of the ICC 
are merely examples of a situation that has developed over a number 
of years. We have endeavored to point this out in greater detail } 
the appendixes attached, by emphasizing the following: 

The responsibilities of the ICC have increased tremendously dur 
ing the past two decades. 

The appropriations to the ICC have lagged far behind these 
added responsibilities. 

The number of ICC personnel has dropped to a point where it 
is impossible to do the job called for. 

We recognize the need for ec onomy in Government and the necessity 
for an agency such as the ICC to strive for maximum efficiency with 
the tools at hand. We know the Commission has been doing just 
that during the last few years, largely through a number of organ- 
zational ch: anges and by adoption of modified procedures. Un 
fortunately, we believe these economy measures have gone about as 
far as can be expected, and a sizable increase in appropriations is 
warranted. 

Now, we think the Commission has made a very earnest try to get 
maximum efficiency with the money they have. You all know the 
fact that they appointed a General Manager a while back, Mr. Hamm, 
and we think he has done a great deal but unfortunately we believe 
these economy measures have gone about as far as expected and that 
a sizable increase in the appropriation is warranted. 

Transportation is a highly competitive field, with regulated carriers 
competing not only among themselves, but also with a vast number of 
unregulated for-hire and private carriers. Unnecessary delays in the 
regulatory process place the regulated segment of the industry, upon 
which a great number of shippers depend, at a decided competitive 
disadvantage. Furthermore, if the regulations can only be enforced 
on a few, many carriers escape the responsibilities to the public that 
are called for by law. 

We should like to point out that many of the complex problems 
being faced by our publicly regulated carriers today h: of become 
such, to a large degree, by the inability of the Commission to enforce 
and administer the act.’ While by no means inferring that an in 
crease in the ICC’s budget will act as a panacea to these problems, 
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we do believe that such a step will aid considerably in their eventual 
solution. 

For the reasons stated above, which could be corroborated at length, 
we believe a substantial increase in ICC funds is of the utmost im- 
portance, as necessary in the public interest. 

Therefore, we support fully the budget request of $14 million for 
the ICC for the fiscal year 1957 as the minimum amount required if 
the Commission’s manpower problems are to be eased. 

In conclusion, we should like to recommend that the Commission 
be given a maximum amount of flexibility to use its funds in the best 
way possible by keeping earmarked appropriations to the minimum. 
Greater freedom of this type will prove very helpful, since it will pre- 
vent duplication of work and permit greater efficiency in the use of 
personnel. Perhaps the authorization of a special unallocated fund 
for use in easing bottlenecks would be desirable. 


APPENDIX A. RESPONSIBILITIES OF THE ICC HAVE INCREASED SHARPLY, BUT 
RESOURCES AVAILABLE TO DO ITS JOB HAVE LAGGED FAR BEHIND 


Judged by any standard, the present responsibilities of the Inter- 
state Commerce Commission are far greater than those about 20 
years ago, or prior to the addition of motor and water carriers and 
freight forwarders to its jurisdiction. 

For example, the total number of carriers in 1934 subject to the 
economic regulations of the Interstate Commerce Act was slightly 
less than 1,000. Today, it is over 21,000, as shown below. 

While it is almost impossible to compare accurately the workload 
of the ICC for two widely separated years, a rough estimate can be 
made by comparing similar activities, which has been done in the 
chart at the bottom of the page. Whatever the actual difference is, 
it is certainly safe to say that the present workload is several times 
that of 20 years ago. This difference would be even greater if the 
Comenanes could assume the workload that it is responsible for; 

, proper enforcement of the Motor Carrier Act. 

"fie ased responsibilities can also be shown by the sizable gains in 
both freight and passenger traffic by ICC- regulated carriers since 
the pre-World War II period. This is illustrated in appendix B. 

Despite these added responsibilities, the annual appropriations to 
the Commission have lagged far behind, as shown in appendix C. 
Because of this lack of funds, the size of the Commission’s staff 
has shown a downward trend during the post-World War IT period 
to a level even below that prior to the addition of motor and water 
carriers and freight forwarders. This is illustrated in appendix D. 
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INCREASED RESPONSIBILITIES OF THE ICC 


of Carriers Regulated Estimated Administrative Workload” 


aumrunaonr 
YVoArPUuUdaonts 


GB 1934 1954 


*Represents, without weight considerations, the total number of applications, cases 
complaints, interviews, investigations, reports, and tariffs processed or acted on each 
respective year. 


APPENDIX B. THE ICC NOW REGULATES 169 PERCENT MORE FREIGHT AND 
234 PERCENT MORE PASSENGER TRAFFIC THAN PRIOR TO ADDITION OF 
MOTOR AND WATER CARRIERS AND FREIGHT FORWARDERS 


Despite a drop in the number of personnel, caused by inadequate 
appropriations, the Interstate Commerce Commission has assumed 
far greater responsibilities than prior to the addition of motor and 
water carriers and freight forwarders. For example, carriers under 
its jurisdiction are now handling 169 percent more freight and 254 
percent more passenger traffic than at that time. 

Furthermore, the volume of freight handled in 1955, as well as the 
trend in such volume by these carriers, is on the rise. While the trend 
in volume of passenger traffic handled by ICC-regulated carriers is 
gradually downward, the present volume is still well above pre-World 
War IT levels. 

In times of emergency, of course, the volume of both types of traffic 
going to these public carriers will rise sharply, with passenger volume 
going up at a much steeper rate in the event passenger car use is 
restricted. 
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VOLUME OF FREIGHT AND PASSENGER TRAFFIC HANDLED BY ICC-REGULATED 
Carriers, 1934-4 
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YEARS 
APPENDIX C. THE CURRENT BUDGET OF THE ICC IS ONLY 16 PERCENT 
GREATER THAN PRIOR TO THE ADDITION OF MOTOR AND WATER CARRIERS 
AND FREIGHT FORWARDERS 


Despite the fact that the responsibilities of the Interstate Commerce 
Commission have increased tremendously since 1934, when only rail 
and petroleum pipelines were under its jurisdiction, the current budget 
of the Commission is only 16 percent greater, based on a constant, or 
stabilized, dollar. 

With this modest increase in usable dollars, the Commission must 
try to regulate fairly and effectively not only the carriers formerly 
under its jurisdiction, but also more than 20,000 motor and water car- 
riers and freight forwarders who were brought under Federal regula- 
tion since 1934. 

Even if you take actual dollars, without consideration of the fact 
that the purchasing power, or useful value, of the present dollar is 
only half that of the 1934 dollar, you find the annual budgets of the 
ICC lagging far behind its increased responsibilities. 

It should be pointed out that the budget for 1934 was by far the 
lowest for the ICC for any year since the early twenties, so the com- 
parison with current budget figures is a conservative one. For exam- 
ple, if we use a normal year such as 1939, we would find the current 





aOasm On CretHs 


, 
A 
s 
s 
E 
N 
G 
E 
R 
M 
I 
L 
E 
s 


INT 


ERS 


1741 


budget as being 26 percent less. This is brought out in the chart 
below. 


ANNUAL APPROPRIATIONS To ICC, 1984-56 (IN ACTUAL AND CONSTANT DOLLARS) 


16 


4 Adjusted Dollars” 


OAOHMrHS 


_ T 


v 
-- “m=—==—/ actual Dollars 


anrrrow 
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YEARS 


*Yearly appropriations adjusted to reflect changes in the purchasing power of the dollar 
with 1955 as the base year 


\PPENDIX D, THE 1C0C NOW HAS FEWER EMPLOYEES THAN IT HAD WHEN 
MOTOR AND WATER CARRIERS AND FREIGHT FORWARDERS WERE NOT UNDER 
ITS JURISDICTION 


Despite the fact that thousands of motor carriers, water carriers, 
and freight forwarders have been added to the regulatory responsi 
bilities of the Interstate Commerce Commission, the number of per 
sonnel available to handle the heavily increased workload is actually 
less now than just. prior to these additions. 

For example, in 1934, the Commission had 1889 employees. At pres 
ent, the number is about 30 less, although it is due to rise slightly by 
next June. Comparison with 1934 is appropriate since that is the 
year in which telephone and telegraph companies were transferred 
from the regulatory control of the ICC to the present Federal Com 
munications Commission. As a result, the only carriers left at that 
time under the ICC were railroads and petroleum pipelines. Motor 
carriers were not added until late in 1935, 

The modest increase in ICC personnel authorized for fiscal 1956 
marks the first break in an otherwise downward trend since 1948. 
This upward trend must be accelerated, not only because more em- 
ployees are needed, but also because the time is short if qualified re 
placements are to be found for the larger number of present person 
nel scheduled to retire within the next few years. 
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Now, Mr. Dorr, who is here as spokesman for the National Indus- 
trial Traffic League, will follow me if it is all right with you, with a 
statement in support of this position. 

Then, if I may, I would like to call on each one of these gentlemen 
to see if they have anything to add to the position which we have 
taken. 

Mr. Dorr. My name is Lester Dorr. I should at the outset say that 
Warner B. Shepherd, who is general traffic manager of the Aluminum 
Company of America and chairman of the league’s committee on 
budget for the 1CC—by the way, that is an old committee, and we have 
been in this business for quite a few years—would be here today except 
for conflicting engagements. Thus, I have the job. 

At this point, Mr. Chairman, I would like to submit for the record 
a copy of my prepared statement. 

Mr. Tuomas. Very well. 

(The statement referred to follows:) 


STATEMENT OF LESTER J. Dork ON BEHALF OF THE NATIONAL INDUSTRIAL 
TRAFFIC LEAGUE 


My name is Lester J. Dorr. I am executive secretary of the National In- 
dustrial Traffic League with offices at 711 14th Street NW., Washington, D. C. 
I am appearing here at the request of Mr. Warner B. Shepherd, general traffic 
manager of the Aluminum Company of America, Pittsburgh, Pa., and chairman 
of the league’s special committee on budget of the Interstate Commerce Com- 
mission, who because of conflicting engagements is unable to be here this morn- 
ing. This statement is filed on behalf of the league at the direction of its 
membership. 

The National Industrial Traffic League is a voluntary, nonprofit organization 
composed of and representing shippers and receivers of freight transported by 
railroad and other common as well as contract carriers subject to the Interstate 
Commerce Act. The members are situated in all sections of the country. They 
represent almost every kind and type of goods transported in interstate com- 
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merce. There are no carrier members in the league; its membership is com 
posed of both large and small shippers, the buyers and users of all types of 
transportation. 

The Interstate Commerce Commission is our oldest administrative agency. 
It was established by the Congress in 1887 to administer the Interstate Commerce 
Act and to perform the many important, detailed and technical functions neces- 
sary to carry out the directives of Congress expressed in the act, as well as the 
various miscellaneous duties which Congress has delegated to it from time to 
time. It is substantially the court of last resort on transportation, and a vitally 
important part in our national economy. 

For many years, the league frequently has been a party to proceedings before 
the Interstate Commerce Commission on behalf of its members when matters of 
general interest are involved. The individual members of the league constantly 
have both formal and informal matters under active handling by the Com- 
mission, 

Your committee is well aware of the fact that since 1929 the duties and 
functions of the Commission have been substantially increased under various 
acts of Congress delegating to the Commission the regulation of motor carriers, 
water carriers, and freight forwarders, under parts II, LIT, and IV of the act 
respectively. In addition, its duties under part I have been greatly increased 
For example, section 5a was added to part I of the act, effective June 17, 1948, 
giving the Commission jurisdiction over the ratemaking procedure of the carriers 
when acting jointly through the medium of rate bureaus and conferences. This 
legislation has greatly increased the work of the Commission, and has necessi 
tated many extended public hearings. It does not appear, however, that the 
working tools of the Commission, measured in terms of personnel, have kept 
pace with these added duties and responsibilities. In 1929, the Commission had 
2.005 employees, whereas the average number of employees in 1955 was 1,860, 
and the estimate for 1956 is but 1,916. In other words, since 1929 the Commission 
has taken over the regulation of motor carriers, water carriers and freight 
forwarders, under parts II, III, and IV of the act, plus other duties added by 
Congress, while the average number of employees has declined to a point where 
it is 89 under the 1929 figure. 

Although the league is not in possession of detailed information pertaining to 
the Commission’s budget for the new fiscal year, and its complete needs for funds 
for particular functions, it is apparent, from such facts which we have at our 
disposal, including the historical number of employees and the added duties 
referred to, that the work of the Commission is suffering because of the lack of 
adequate funds. 

The league is familiar with the effort being made by Congress to conserve 
public funds. We well realize the necessity for a minute examination of all 
budgetary requests in the interest of our national economy. Our sole interest 
in appearing before your committee is to suggest that most careful consideration 
be given the Interstate Commerce Commission’s request for funds. If we did 
not believe that the Commission’s budgetary requests were basically sound, we 
would not be here urging your committee to give this matter special consideration 
Just as the Commission is the oldest of Government administrative agencies, 
there is evidence to indicate that its request for funds throughout its entire 
history have been among the most modest and conservative of all such agencies, 
reflecting an attitude of economy in Government with high regard for honest 
temperate spending. 

The National Industrial Traffic League and its individual members are vitally 
interested in seeing that sufficient funds are appropriated so that the Commission 
may properly administer the act and keep its work on a current basis. Careful 
study and consideration by your committee of this important matter is respect 
fully requested. While we support fully the $14,000,000 recommended by the 
Bureau of the Budget we believe that this should be regarded as a minimum. 

Respectfully submitted. 

L. J. Dorr, 
Erecutive Secretary, the National Industrial Traffic League 


WASHINGTON, D. C., February 17, 1956. 


Mr. Dorr. The statement which I have given you fully supports the 
presentation which Dr. Baker has just made. We are in full accord 
with it. My statement spells out 1 or 2 details there, but fully sup- 
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ports the statement of Dr. Baker. Unless you have some questions, 
that is all I have to say. 

Mr. Tuomas. Thank you very much, Mr. Dorr. 

Mr. Pingney. I am James F. Pinkney of the American Trucking 
Associations. I should like to add, gentlemen, that in addition to my 
being here in behalf of the American Truc ‘king Associations, which 
fully supports this position, | am the immediate past president of the 
Interstate Commerce Commission Practitioners Association, a group 
of some 4,000 members in transportation, experts who are licensed or 
authorized to practice before the ICC. That group is « completely back 
of this thing. The executive committee and this year’s president has 
requested me to inform you that it fully supports this particular posi 
tion. We all feel very strongly that this is one of the most critical 
problems in transportation. We feel in the truc ‘king industry that at 
least some of the present quarrels that the people have with the regu 
lation of transportation in this country can be cleared up by adequa ite 
funds for the 1CC. 

Thank you, gentlemen. 

Mr. THomas. That is very nice, and we appreciate your statement. 

Mr. Morrow. Mr. Chairman, my name is Giles Morrow, and I rep 
resent the Freight Forwarders Institute. We are a war baby, so to 
speak. We were the last of the common carriers to be regulated. We 
came under the jurisdiction of the Commission in 1942 and we consti- 
tute about 100 companies. We do about $400 million worth of busi 
ness a year. We have filed 7,000 or 8,000 tariffs, but the Commission 
never did et any additional help to regulate our industry. I checked 

yesterday ‘at the Bureau of Water Carriers and F1 ‘eight Forwarders, 
which is primarily responsible for our economic regulation, and found 
that it is manned by 17 people, 10 in Washington and 7 men in 6 field 
offices. It is obviously inadequate, and we hope that at some time or 
other the Commission will get enough money to put on an adequate 
staff to regulate our little industry. 

Mr. Tuomas. It is nice to hear from you, and that is a good state- 
ment. 

We will certainly ask the Commission to look into it, and see what 
their reaction is. 

Your part of the budget is quite small, I agree with you. It involves 
around 19 positions a year. 

Does anyone else care to make a statement ? 

Mr. Huntiry. Mr. Chairman, I am C. E. Huntley, secretary-treas 
urer of the American Short Line Railroad Association. We are a 
nonprofit organization representing 289 short-line railroads scattered 
throughout the United States. 

I would like to go on record as supporting entirely these statements 
which have been made. Based upon my personal knowledge of the 
Commission and the experience which our association has had in 
dealing with it, sometimes in handling these budget matters there is 
overlooked the fact that the Commission is an arm of the C ongress, 
and yet charged by the Congress with certain responsibilities and it 
seems logic al that they should be supplied with sufficient funds to 
carry out those responsibilities. 

Mr. Trhomas. That isa very fine statement, and very pointed. 
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Mr. Carr. Mr. Chairman and members of the committee, as 1 said, 
my name is Braxton B. Carr; 1 am assistant to the president of the 
\merican Waterways Operators, Inc. 

Qur membership is made up of the barge and tow vessel indust) 
on the inland waterways of this country. 

| would like to go on record for the association in complete support 
of Dr. Baker’s st: atement. That area of our industry which comes 
under the purview of the Commission for regulation is particularly 

plagued by the delays occasioned by the shortage of examiners. We 
would like to see the Commission given adequate funds to increase 
the staff of examiners, particularly the nonhearing examiners, in 
order to get these « omph unts and petitions which come up day by day 
in such form that the Commission can consider them. 

Mr. Tomas. ‘That isa very fine statement, Mr. Carr. 

Mr. Carr. Thank you. 

Mr. THomas. Weare glad to hear from you, 

Mr. Brerrnavurr. Mr, Chairman, | am Harry Breithaupt, Jr., a 
sistant general solicitor of the aAmetiation of American Railroads 

May I say simply for the record, sir, in behalf of the association 
we are in complete sympathy and ine saunlate support of the statement 
made by Dr. Baker this morning. 

Mr. Tuomas. That is a very fine statement, and we thank you very 
much, 

Mr. Locke. Mr. Chairman, my name is Gordon © en and | am 
representing the interstate pipeline companies of the N Nation. I want 
to go on record as saying that we fully support everything which has 
been said here today and in so doing we are not at all finding fault with 
the work which the Commission is doing. We think it is doing a 
wonderful job. We are particularly interested in one phase of thi 
recommendation in that most of our work is done at the staff level and, 
for that reason, we are extremely interested in the staff level being 
maintained at the proper number. 

Mr. Thomas. Thank you very much, gentlemen. 

You have been very helpful to the committee. We greatly appre 
ciate your coming here and giving us your points of view. I may add 
that I doubt that there is very much difference of opinion here in this 
room. 

Dr. Baker. Mr. Chairman, I want to thank you very much on behalf 
of all of us for your willingness to hear our presentation today. 

Mr. Tuomas. Thank you, Dr. Baker. We wish you all good luck. 

Mr. Ostrerrac. Off the record. 

(Discussion off the record) 

Mr. Tuomas. It is nice to see you, and come back to see us again. 
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Fripay, Fesruary 17, 1956. 
INTERSTATE COMMERCE COMMISSION 
WITNESSES 


W. D. JOHNSON, VICE PRESIDENT-NATIONAL LEGISLATIVE REPRE- 
SENTATIVE, ORDER OF RAILWAY CONDUCTORS AND BRAKEMEN, 
WASHINGTON, D. C. 

A. M. LAMPLEY, VICE PRESIDENT-NATIONAL LEGISLATIVE REPRE- 
SENTATIVE, BROTHERHOOD OF LOCOMOTIVE FIREMEN AND 
ENGINEMEN, WASHINGTON, D. C. 


Mr. THomas. The committee will please come to order. 

Gentlemen, we have the pleasure of having with us this morning our 
friend, W. D. Johnson, of good old east Texas, who is well and favor- 
ably known to this Committee for many, many years, and our distin- 
guished friend, Mr. Lampley, from good old Tennessee. 

It is nice to see both of you gentlemen, and to have you with us. 
If you have a statement, we would be glad for you to either insert it 
in the record or summarize it or handle it in any way you desire. 


GENERAL STATEMENT 


Mr. Jonnson. Mr. Chairman, I am sorry I do not have a prepared 
statement. Therefore, 1 am going to be forced to speak off the cuff. I 
will not be too long, however, as I think I will be able in my own 
way to present to the committee what we would like for the committee 


to have for consideration. 

First, I will identify myself. 

My name is W. D. Johnson, and I am vice president and national 
legislative representative of the Order of Railway Conductors and 
Brakemen. I reside in Washington, D. C., and maintain an office 
at 401 Third Street NW. 

I am also authorized, Mr. Chairman, to speak in behalf of the 
Railway Labor Executives’ Association, which is comprised of the 
21 standard railway labor organizations as listed here on this letter- 
head. In addition thereto, I am authorized to speak for the Brother- 
hood of Locomotive Engineers, an organization that is not at the 
present time affiliated with the Railway Labor Executives’ Asso- 
ciation. 

Mr. Chairman and members of the committee, I am sure you all 
know what we are here for. However, I will say that we have been 
for a long period of years very much concerned about the operations 
of the Bureau of Locomotive Inspection and the Bureau of Safety. 

Our only thought in being here today is to try to get this com- 
mittee to provide sufficient funds for those two bureaus to enable 
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them to function as they are intended to function, and as they should 
function under the law. 

We, as representatives of train and engine service employees, are 
quite familiar with all of the hazards which are connected with train 
operations. Therefore, we well know that the increased length of 
trains, both freight and passenger, at the present time, and the high 
speeds of both freight and passenger trains demands that every pre 

caution be taken to provide the highest degree of safety for the travel. 
ing public and the railway employees ‘who are involved in train 
operations, 

It is our honest judgment, Mr. Chairman, that for the past several 
years funds have not been adequate to permit the inspectors under 
the Bureau of Locomotive Inspection Act and those connected with 
safety appliances to permit those inspectors to work as they should 
work efficiently under the law. 

For your information I will say there are approximately 5,500 
inspection points in the United States. Of course, those are not all 
large terminals, but they are points at which inspection is required 
at certain times. Therefore, it is an utter impossibility for approxi- 
mately 130 men to cover all of those points. However, when they 
are restricted in their travel time, as they are restricted at the present 
time, it is utterly impossible for them to cover a reasonable amount 
of the territory. 

I believe the records show at the present time that they are traveling 
something like 7 or 8 days a month. ‘Travel is the real key to the 
operation of the safety appliance and locomotive bieees tors. There 
fore, if they are not permitted to travel a reasonable number of days 
through the month, then they are confined more or less to their home 
terminal or their tieup point. It does not mean, however, if they 
do not travel, that they are not rendering some kind of service, because 
they do. 

As most of the inspectors are presently located, they have their 
home terminal at some point where there is an extensive train and 
vard operation. They may work at that point. However, they 

should be permitted to spend more time on the road. 

Last year the average travel time of safety inspectors was 7 days 
per month. Their overall expense including the per diem $12 per day, 
and the expense in connection with travel, | $7.14, which made a total 
of $19.14 per day. 

The locomotive inspectors traveled about the same amount of time, 
and their daily overall — including the per diem and the travel 
expense, was approximately $18 per day. 

The allowable number of inspectors under the Locomotive Inspec- 
tion Act is 65. There are now on the roll 58, which shows a shortage 
of 7 locomotive inspectors. The maximum a number of 
safety appliance inspectors is 57. Now, on the roll 55, two inspectors 
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short. For the hours of service, the maximum is 13, and they now 
have on the roll 12. They are therefore one man short. 

Under the Signal Inspection Act the total is 23, and there are now 
22 on the roll, which represents a shortage of one man. 

Therefore, Mr. Chairman, our appeal to the committee is simply 
this: 

That you appropriate for the Bureau of Locomotive Inspection and 
the Bureau of Safety sufficient funds to permit the Commission to 
fill all vacancies that now exist under the Locomotive Inspection Act 
and for the Bureau of Safety and in addition thereto, to permit them 
to travel not less than 16 days per month in the performance of their 
duties. If this is done, Mr. Chairman and members of the commit- 
tee, I feel, based on my years of railroad experience—more than half 
n century —but not all in active service, as I have been here on the 
Hill for 25 years—that will mean much more to the traveling public 
and to train and engine service employees than anything else. 

As I said a moment ago, the increase in the length of trains and 
the increase in speeds, both freight and passenger, demands that 
every precaution possible be taken to insure the highest degree of 
safety for all concerned. 

You can place laws and rules and regulations on the statute books 
but they do not mean a great deal unless they are properly policed. 
You may have a policeman down here at some particular point and, 
perhaps, there would not be a traffic violation or an arrest in a period 
of 15 or 20 days. However, in all probability if you removed him for 
2 or 3 days, then there would be quite a number. Therefore, we should 
make it possible for those who are charged with the responsibility in 
a large degree of policing the operation of the various safety laws, 
rules, and regulation on the railroad, to be permitted to cover their 
territor y or at least a portion of their territor y at frequent intervals. 

It may be interesting to the members of this committee, as I am 
sure none of you have had any real railroad experience, to know that 
train and engine service employees in the United States are required 
to work on the longest moving object in the world. Take, for in- 
stance, a train of 200 cars—and they are run quite frequently on 
various railroads—it is approximately 2 miles long. As just a crude 
illustration, the caboose could be where we are at the moment, and the 
engine would be down about the Lincoln Memorial. That is quite 
a long moving object and that object is made up of 200 separate mov- 
able units, coupled together by a mechanical device, which device is 
subject to failure at any time. Also, under those 200 cars there are 
several thousand mechanical devices, any one of which may fail, and 
the result will be a serious accident and in all probability someone 
either killed or seriously injured. Those are the things that we have 
in mind, and those are the things that we hope this ‘committee will 
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vive most careful consideration to in marking up your bill for the 
uppropr (atlas for the various agencies. 

Mr. Tuomas. Mr. Johnson, you have made a very fine statement, 
and we greatly apprec iate it. You hit the nail right on the head. 

Mr. JOHNSON. There is one more thing, Mr. Chairman, which I 
would like to say, and that is we as representatives of railroad em- 
ployees have no fault to find with the money that is being appropriated 
tor the benefit of other countries, but we do feel that Pant billions 
are sent to foreign countries in trying to rehabilitate them as a coun- 
try, that is all right, but we feel no hesitanc y in saying to you that in 
our judgment when we send billions and billions away for the bene- 
lit of others— 

Mr. Botanp. Well, is it for the benefit of others? That is an at 
tack which an awful lot of people use. That is not for the benefit 
of others. That is for the benefit of our own Nation. We get a little 
tired of hearing that argument from people who ought to give it more 
thought. At least I do. I think you ought to realize the reason we 
spend that money abroad is to protect our own future. Is there any 
doubt about that in your mind ¢ 

Mr. Jounson. No, sir; I do not mean that at all. 1 say we are 
not finding fault with that, but as I was going to say, in all proba- 
bility the time will come when we will see great dividends c oming to us 
in return for those expenditures. However, my only thought is if we 
do that, and in all probability we will continue to do it, that is per- 
fectly all right, but we can well afford to provide at least. $200,000 
or $250,000 for the function of the two bureaus that we have in mind. 

Mr. Tuomas. That is a very fine statement, Mr. Johnson. 

Mr. Jounson. I think I will leave it with you, Congressman, in 
that way. 

Mr. Tuomas. We are delighted to have had you. 

Mr. Jounson. Mr. Chairman, I say again we will deeply appess late 
it if you will give this matter further serious consideration to the 
end that you will provide more funds for the functions of these two 
bureaus, 

Mr. THomas. Thank you for a very nice statement. 

Mr. Lampley, we are delighted to have you with us. Do you wish 
toadd anything to what has been said / 

Mr. Lamptey. Mr. Chairman, I authorized Mr. Johnson, in order 
to conserve your time, to speak for us. 

Mr. Tuomas. Well,thank you. He did a fine job. 

Mr. Evins. Mr. Chairman, may I state that Mr. Lampley is from 
my home State of Tennessee. He is a hard worker. He is a most 
industrious and effective spokesman and a fine gentleman. 

Mr. Tuomas. Anda very fine man with it, 

Mr. Jounson. Thank you very much, gentlemen. We appreciate 
the time which you have given us to present our case. 





Fripay, Fesrvary 17, 1956. 
INTERSTATE COMMERCE COMMISSION 
WITNESS 


GEORGE D. RILEY, LEGISLATIVE REPRESENTATIVE, THE AMERI- 
CAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL 
ORGANIZATIONS 


Mr. Evrns. In the temporary absence of the chairman we will receive 
your statement, Mr. Riley. Iam sure that the committee will be most 
pleased to give consideration to whatever you have to say. 

Please give your name and address, as well as the organization 
whom you represent, for the record. 

Mr. Riey. Mr. Chairman, my name is George D. Riley. I am the 
legislative representative for the American F eder ‘ation of Labor and 
Congress of Industrial Organizations. 

In coordination with our affiliated unions and along with the broth- 
erhoods in the operating end of the railway industry we are expressing 
more than casual interest in the appropriations for two items in the 
Interstate Commerce Commission; notably for railroad safety and 
for locomotive inspection. 

We believe the Interstate Commerce Commission is hampered be- 
cause of lack of travel funds both in the locomotive inspection and 
railroad safety work. The provision is a $12 per day travel allowance, 
an increase of one-third which is now in effect, which appears to justify 
an increase of at least the same proportion for the same job of inspec- 
tion. We believe more inspectors are needed, since there cannot be a 
compromise with safety at stake. 

In addition to the per diem increase there is the 714 percent increase 
in salaries which, of course, I know all of you are well acquainted with, 
much better than I, which has come about since the appropriation for 
the present fiscal year was approved. On the basis of the present | year 
there are only funds for 7 days’ travel time a month. The 1957 
budget still allows only for 12 days for railroad safety. We believe 
that $350,000, at least, is eal for a minimum of 16 days s per diem, 
and for salaries, $1,030,000. Less than this means overinspection for 
some equipment and underinspection for other equipment. I believe 
you are acquainted with that detail. 

If the per diem is limited then the inspection is very good and a 
very thorough job is done around the terminals, but out in the outlying 
sections, there not being sufficient money to travel on, the inspections 
are not done so well and the equipment will go underinspected. 

Comparing the percentage of defects found in locomotive equipment 
other than steam, in 1955 is shown 14.7 percent, the highest since 193 
In 1931 the percentage was 10.2. In 1955 the percentage was 14.7. 
It is also the highest for steam equipment. 

For the sake “of locomotive inspections, as I say here, the 1956 ap- 
propriation is $112,620, which allows for 9 travel days per month; 
and the 1957 budget, $153,620, allows for 12 days of inspection. We 
hope and believe there should be the same for each, and that is the 
minimum of 16 days. I have not computed what the 16 days would 
entail in dollars and cents, but I know it is readily at your finger tips. 
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Mr. Evrns You support the position, Mr. Riley, that funds should 
be provided to employ inspectors on a 16-day basis per month? 

Mr. Rutxy. We think that is reasonable; not giving too much margin 
for safety. 

Mr. Evins. The committee has had an extensive discussion on that 
subject. 

Mr. Ritey. I am sure you have. 

Mr. Evins. I am sure the committee would be most pleased to give 
consideration to your request. 

Mr. Riixy. It is gracious of you to receive these few remarks I had 
to offer. 

Mr. Evins. Thank you, Mr. Riley. 

Mr. Ritxy. Thank you, sir. 


Frepruary 17, 1956. 
INTERSTATE COMMERCE COMMISSION 
WITNESS 


HON. LEE METCALF, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF MONTANA 


Mr. Tuomas. We are pleased to have our colleague, Mr. Metcalf 
of Montana, who would lke to present a statement to the committee. 

Mr. Mercatr. Mr. Chairman, here is a letter from Lodge No. 168 
of the International Association of Machinists at Livingston, Mont., 
calling attention to the need for increased appropriations for loco 
motive inspection in the budget of the Interstate Commerce Com 
mission, 

(The letter referred to is as follows :) 


INTERNATIONAL ASSOCIATION OF MACHINISTS, 
Lovar No. 168, 
Livingston, Mont., January 19, 1956. 
Hon. L. METCALF, 
House of Representatives, 
Congress of the United States, Washington, D. C. 

DeaR REPRESENTATIVE METCALF: The members of Machinist Lodge No. 168 
requested that I write to you concerning the appropriations for locomotive 
inspection. 

We wrote the Interstate Commerce Commission to inquire why the loco- 
motive inspectors did not visit the various points in their territory as often 
as they used to. In their answer to the inquiry, they stated that the appropria 
tions for each of the past 3 years was $37,600 less than that appropriated for 
1952. The travel funds for these inspectors has been severely reduced result- 
ing in fewer visits. 

The members of this lodge protest this cut in appropriations, and ask your 
support in every way possible to increase the 1956 appropriation for locomotive 
inspection that adequate traveling funds may be available and these men 
perform their duties efficiently. 

Respectfully yours, 
C. M. STEPHENS, Recording Secretary. 





Fepsrvuary 17, 1956. 
VETERANS’ ADMINISTRATION 
WITNESS 


HON. FRANCES P. BOLTON, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF OHIO 


Mr. Tuomas. We are pleased to have with us at this time the Honor 
ble Frances P. Bolton, Congresswoman from Ohio. We would be 
glad to hear from you, Mrs. Bolton, 

Mrs. Borron. Mr. Chairman, members of the subcommittee, may 1 
express my appreciation of this opportunity to submit a statement 
in support of the appropriation of funds for a new Veterans’ Admin- 
istration General Medical and Surgical Hospital in Cleveland, Ohio. 

As you are no doubt aware, a new VA general medical and surgical 
hospital is urgently needed in the ( ‘eveland area. The present 
building which houses Crile VA Hospital was built by the Army im 
1942 as a temporary structure, and the VA acquired it in 1946. It is 
unbearably hot in summer and cold in winter. The roof leaks in all 
seasons. It is possible to continue there only by constant repairs 
to roof, floors, plumbing, wiring, and so forth. 

In addition, the hospital is situated some 20 miles from the Western 
Reserve University School of Medicine, and a trip between the school 
and hospital requires an hour’s drive through an area of the city 
which is becoming increasingly congested. This means that con- 
sultants from the medical school and members of the full-time pro- 
fessional staff at Crile Hospital find it exceedingly difficult to travel 
back and forth to coordinate their activities. Trainee-residents who 
live at the hospital on the other hand rarely attend meetings at the 
academy of medicine because of the distance to travel. This tends 
to lessen the value of the association between the university and the 
hospital, which means increasingly deteriorating service to veterans, 

The remarkable improvement in quality of “the VA hospital pro- 
gram after World War IT was due in very large part to the establish- 
ment of teaching hospitals affiliated with medical schools. That such 
an arrangement should be successful is not surprising. Experience 
has shown that the full-time institutional practice of medicine, even 
when salaries are adjusted so as to compete with the average levels of 
income in private practice, will very rarely attract capable | physicians 
unless provision is made for high level medical teaching and research. 
An academic affiliation is the well-established method or w: ay of im- 
plementing such a program. 

In order to locate its new hospital in close proximity to the W estern 
Reserve University School of Medicine, several years ago the Veterans’ 
Administration purchased a 19-acre tract of land at Wade Park Ave- 
nue and East Boulevard in my district. As you know, plans for con- 
struction have been held up over the years because of the Federal 
civil-defense regulations pertaining to bombproofing of Government 
buildings in the target area of cities. I firmly believe we should go 
ahead with the building at this time. Such regulations pertaining to 
bombproofing would appear to be unrealistic since the development of 
the H-bomb and other more powerful explosives. 
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Another point I would like to make, Mr. Chairman, is this: As I 
understand it, the present plans call for a 500-bed hospital. The pres- 
ent Crile VA Hospital has 1,000 permanent-type beds, 852 operating 
beds, an average daily patient load of 706, and an average of 7 patients 
on the waiting list. It cares for at least one-half of the geographical 
veterans distribution in Ohio. It is the opinion of the doctors who 
are intimately associated with the hospital at present, and who were to 
a large degree responsible for its primary organization, that 500 beds 
would not be sufficient to meet the requirements. This inadequacy 
would mean a backlog of patients and dissatisfaction throughout the 
entire area. 

It is my hope that this subcommittee will recommend an adequate 
facility and that plans for construction of this urgently needed hos 
pital for our veterans in Ohio will go forward. 

Thank you very much, Mr. Chairman and gentlemen. 

Mr. Tuomas. Thank you for a very informative statement. 


Frepruary 17, 1956. 


VETERANS’ ADMINISTRATION 
WITNESSES 


MILES D. KENNEDY, DIRECTOR, NATIONAL LEGISLATIVE COMMIS- 
SION, THE AMERICAN LEGION 

T. O. KRAABEL, DIRECTOR, NATIONAL REHABILITATION COMMIS- 
SION, THE AMERICAN LEGION 


Mr. Tuomas. We have with us this morning Mr. Kennedy, the di- 
rector of the national legislative commission of the American Legion; 
and we also have with us Mr. Kraabel, the director of the national re- 
habilitation commission of the American Legion. 

Do you have a statement for us, Mr. Kennedy ¢ 

Mr. Kennepy. Yes, Mr. Chairman. We have a statement by Mr. 
Kraabel. We appreciate, gentlemen, how many people you have 
scheduled to be heard, and how time is of the essence. In order to 
save time we respectively request that Mr. Kraabel’s statement be in- 
corporated in the record. 

Mr. THomas. We would be delighted to hear Mr. Kraabel’s state 
ment. 

Mr. Kennepy. And if you have any questions you would like to ask 
we would be glad to try to answer them. 

Mr. Tuomas. We would be glad to hear your statement, Mr. Kraabel. 

Mr. Kraaper. Thank you, Mr. Chairman. 


FOREWORD 


The national rehabilitation commission appreciates the opportunity 
of filing a statement on its views as to the Veterans’ Administration 
1957 budget with this subcommittee of the House Committee on Ap- 
propriations. This is done in cooperation with the national legislative 
commission and its director. 





INTEREST IN VA BUDGET 


The American Legion has endeavored in the last 11 years to con- 
tribute to the appraisal and understanding of VA operations and the 
requirements of that agency as to money and manpower supply by 
sharing with this committee information gained from department 
service officers, field representatives, and rehabilitation staff members 
following visits to the different VA installations. In the conduct of 
our work from week to week and month to month recommendations 
as to specific situations which seem to show an inadequacy of funds or 
personnel are brought to the attention of the appropriate officials of the 
Veterans’ Administration. They in turn check back with the man- 
agers in the field and make such adjustments as appropriated or 
authorized funds within each category will permit. 


EXAMPLES OF FINDINGS AND RECOMMENDATIONS 


For instance, our senior medical consultant in a recent visit to the 
field came upon a situation where the outpatient care program for 
service-connected veterans was being reduced or impaired through the 
closing of a field office due to lack of funds. Presentation of the facts 
as he found them was made, and central office made an adjustment of 
funds whereby the full program was maintained. 

In another section of the country he came upon an urgent situation 
involving the shortage of funds for outpatient treatment; again the 
matter was immediately brought to the attention of the proper author- 
ities with the result that adjustment or reallocation was effected. 

These instances show the tightness of the current budget and the 
opportunities our organization has had to point out where readjust- 
ments or reallocation of funds within appropriations ought to be 
made. Here are some examples of what members of the national field 
service recommend following their periodical visits to the different 
VA installations: 

New Orleans, La.: Regional office, October 19, 1955: $5,000 needed 
to expand medical services. 

Fort Mead, S. Dak.: NP hospital, October 13, 1955: Funds for addi- 
tional maintenance personnel and social service personnel. 

Los Angeles, Calif.: Regional office, October 10, 1955: Funds for 
additional rating boards and to provide adequate medical services. 

Murfreesboro, Tenn.: NP hospital, December 1, 1955: Funds for ad- 
ditional staff to open i beds. 

Sunmount, N. Y.: TB hospital, December 5, 1955: Funds needed for 
new all-purpose building and laundry expansion. 





COMPARATIVE TABLE OF FUNDS 


The comparative table of VA funds issued by the House Committee 
on Veterans’ Affairs under date of January 17, 1956, shows the 
following: 


M7 VA | 
estimate 
submitted to 
| Bureauof | 

| the Budget 


1On6 ippro 
priations 


General operating expenses $167, 014, 000 | $166, 891, 000 $164, 436, 000 
Medical administration and miscellaneous operating expenses. | 16, 099, 000 16, 477, 000 | 16, 453, 000 
Inpatient care... 650, 200, 600 664, YS4, 000 | 662, YOO, 000 


Outpatient care 85, 471, 200 83, 175, 000 8? 638, 000 


QUESTIONS ON 1957 BUDGET ESTIMATE 


Will the reduction of approximately 2 percent in the amount the 
VA requested for general operating expenses for fiscal year 1957 be 
reflected in reduction of personnel in such essential services as claims 
adjudication and other veterans benefits? Moreover, will the reduc 
tion of $2 million for inpatient care, and $500,000 for outpatient care, 
as between the budget estimate and what the VA originally requested, 
show up in the quality and adequacy of care for hospitalized veterans 
and the service-connected requiring outpatient treatment ? 

The questions are asked because throughout the organization officials 
and representatives who daily observe the functioning of this Federal 

igency for veterans gain the impression and see evidences of a budget 
so finely drawn that there is ve ry little cushion or margin for those ad 
justments which from time to time appear so necessary. 


APPRAISAL BY OBSERVER IN THE FIELD 


Here is a significant comment by one who has been and is in a posi- 
tion to observe the effects of restricted allocation of funds for impor 
tant functions connected with veterans programs: 


If central office was as eager to get the funds requested by their managers in 
the field as they are to explain that managers in field stations can do what they 
please with the funds allotted, we would be in a much better position to operate 
The truth is, sufficient funds are not allocated in the first place and for central 
office to keep telling us that managers can spend the money as they see fit borders 
on the ridiculous. Under the circumstances imposed upon managers by this 
new method of financial autonomy, managers can be damned by central office for 
not doing this or that while if they do do it they would go broke before the end 
of the year. This philosophy applies to hospitals as well as regional offices 
Managers know that asking for additional funds is silly and reflects on their in 
dividual ability to perform maximum operations with limited funds. No one 
asks whether or not it affects the care and treatment of veterans, who are rapidly 
becoming the forgotten men but for the American Legion. 

I do not know what it is going to take to break the situation loose but until 
it is changed veterans are going to wait for adjudicative processes to evaluate 
their claims, regional office medical services will stugger under the load, and 
hospitals will not be able to furnish beds for the sick and disabled. I feel that 
that section of the law which says “if there is a bed available” is being applied 
indirectly and by limiting the funds for these operations. 


We might add that the particular situation which prompted these 
comments was brought to the attention of the Administrator of Vet- 
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erans’ Affairs. He advised that additional funds were allocated since 
he found that the situation justified an upward adjustment of funds. 


NATIONAL COMMANDER'S STATEMENT 


The national commander in his appearance before the House Com- 
mittee on Veterans’ Affairs January 12, 1956, commented that the net 
of all reports received from American Legion workers in the field is 
that the Veterans’ Administration work force “is down to the bone.” 
He protested the reported attempt of another congressional subcom- 
mittee to have the Veterans’ Administration set a numerical goal for 
personnel reduction by June 30, 1956. While not deploring attempts 
to economize through improved operating procedures and better man 
power utilization, the American Legion must and will continue its 
vigilance as to the adequacy of funds and personnel to maintain effec 
tive and prompt service of the highest quality to the sick and disabled 
veterans of this country and to the dependents of those who have 
passed on. 


CONCLUSION 


In conclusion the national rehabilitation commission is not unmind 
ful of the progress that has been made during the past 5 years in reach- 
ing an understanding between the agency itself, the Bureau of the 
Budget, and the U nited States Congress on the money and manpower 
needs of the Veterans’ Administration to carry on the business as 
signed it by the people of the United States through their elected 
representatives. 

Mr. Tuomas. That is very interesting. We are glad to have your 
reactions. That is a nice statement. 

Do you consider everything is going along all right over at the 
Veterans’ Administration, generally ? 

Mr. Kraanen. Well, we do not think that of our own operation 
that we are all right. We are always trying to improve. 

The changing conditions and the arrangement by which managers 
now have the power to control and run their shops within the allo- 

cation of funds are generally accepted as being workable. Sometimes 
we do have a complaint on a given operation. 

Mr. Tuomas. This committee was responsible for delegating more 
authority to the hospital managers. 

Mr. Kraasex. That a given operation may have an allocation of, 
let us say, for example, $90,000, whereas the man in charge figured 
for a given period he would need $100,000. He is hard put to do the 
job at less than the minimum he figured. 

Mr. Tuomas. We figured—and I think it is accurate—that a man 
on the job charged with the responsibility of running a hospital or 
an installation would know more about it than a bunch of men sitting 
here in a bureau in Washington. 

Mr. Kraaser. We agree with that. 

There is another interesting thing, Mr. Chairman and gentlemen. 
I think about 7 or 8 years ago the committee asked us if we had any 
suggestions as to who might be called in from the field, with field 
experience in running different types of units of the Veterans’ Ad- 
ministration, to be assigned to the central office, if his knowledge, 
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coming from the field, would be helpful to the headquarters of the 
Veterans’ Administration. 

That did come about, as this committee knows, in the person of 
the Director of Insurance. Charles G. Beck had been in charge of 
a regional office, of a combined hospital and regional office, of a branch 
office, of a district office, and finally of a regional office. They brought 
him in, in charge of ‘insurance, and he retired about 2 or 3 weeks ago 
with a commendation for what he had done in mechanizing the work 
and reducing the necessary personnel to carry on that big insurance 
enterprise. I think he contributed a lot in line with what the com- 
mittee wanted, as well as what we had recommended. 

Mr. Tuomas. That is fine. Thank you, gentlemen, very much. 
That is very nice. It is always nice to see you. Any time you have 
any recommendations we will appreciate your bringing them over 
here. After all, the committee is no more than just ordinary public 
servants, and our viewpoints are one and the same. If there is any 
disagreement on details or if there are any errors made, we might say 
they are errors of the head and certainly not of the heart. Nobody 
wants to do anything but good for the veterans. I am sure that is 
your only purpose, too. 

Mr. KraaBet. Thank you, sir. 

Mr. Kennepy. Mr. Chairman, with your permission I have two 
other statements I should like to incorporate in the record. 

Mr. Tuomas. We would be glad to have them. What are they? 

Mr. Kennepy. One has to do with the budget for civil defense, and 
the other for the National Security Training Commission. 

Mr. Tuomas. Tell us quickly about those. 


FEDERAL CIVIL DEFENSE APPROPRIATIONS 


Mr. Kennepy. The one on civil defense is submitted by Niel R. 
Allen, who is chairman of the national civil defense committee of 
the American Legion. He stresses in his statement, Mr. Chairman, 
briefly, the needs for a little more attention to be given to civil defense 
throughout the country. 

Our people have been endeavoring to cooperate with the Federal 
Government and also the State and local governments. 

It is along those lines that his statement is to be considered. 

Mr. Tuomas. That is good. 

(The statement is as follows :) 


STATEMENT OF NIEL R. ALLEN, CHAIRMAN, NATIONAL CIVIL DEFENSE COMMITTEE, 
THE AMERICAN LEGION 


Mr. Chairman and members of the subcommittee, during the past several years 
your subcommittee has been most kind in allowing me to either appear in person 
or submit in statement form the sentiments of the American Legion in the vital 
area of civil defense. For this I am most grateful. 

I feel humble indeed in presenting the reasons why the American Legion, an 
organization of nearly 3 million veterans, asks for the appropriation of adequate 
sums of money for civil defense, Certainly this year and in the years since 
World War II your subcomimttee has kept current on the many cogent reasons 
why civil defense is an indispensable part of our insurance for survival. The 
witnesses who have already appeared no doubt have been in possession of greater 
numbers of facts and these in all probability are based on irrefutable knowledge 
My testimony is based, first, upon the action of our 1955 national convention, and 





upon what I read and what I derive from the many conferences and briefing 
sessions attended in my capacity of chairman of the national civil defense 
committee. 

The report of the national civil defense committee of the American Legion 
contains recommendations in several areas where we feel study and effort must 
be concentrated. Among these are the restoration of civil jurisdiction following 
attack with the imposition of martial law; the disposal of surplus materials to 
civil defense agencies at all levels and cabinet rank for civil defense. The matter 
before the subcommittee at this time is covered by Resolution 374, which calls 
upon Congress to provide an effective civil defense program. Said resolution 
reads as follows: 

“Whereas recent scientific developments have so altered previous civil defense 
planning that it has now become apparent that an effective national civil defense 
program can only be achieved by the Federal Government’s acceptance of respon 
sibilitv for both defining and financing such a program: and 

“Wheras the previous position of the Federal Government, that civil defense is 
primarily a responsibility of the several States, controverts the Federal Con 
stitution which clearly assigns the responsibility for the common defense to the 
National Government: and 

“Whereas it has been clearly demonstrated during the past 414 years that with 
the several States dependent upon each other for civil defense support, many 
States are neither financially able nor inclined to go along with the current Fed- 
eral program which demands matching-fund participation to the degree neces 
sary to provide adequate fallback support for their sister States: Now, therefore, 
be it ° 

“Resolved, by the American Legion in national convention assembled in Miami, 
Fla., October 10-18, 1955, That we respectfully memorialize the President and 
the Congress of the United States that special attention be paid to evacuation 
of the populace, and adequate early warning radar installations and the recom 
mendation for adequate bomb shelters be provided. In furtherance, special 
attention be paid to a definite and adequate plan for industrial divisions of our 
civilian defense program, involved in the new concept of civil defense resulting 
from the greater destructive powers of presently developed weapons, and make 
adequate plans to realistically provide an effective national civil defense program 
to the extent necessary.” 

While T hold the opinion that the small appropriation requested by the Federal] 
Civil Defense Administration bears no reasonable relationship to the importance 
of civil defense, I do place the American Legion on record as endorsing the 
budget that has been submitted to your subcommittee for consideration. The 
basis upon which the existing need for warning and protection of the civil populace 
has grown more cogent over the past vear. This is evidenced by even the modest 
concessions on the part of the Department of Defense that Russia has made. 
and continues to make, notable strides in the development of a new family of 
offensive Weapons. 

Apparently it is generally agreed that last year’s display of Soviet Russia's 
long-range strategic bombers of the badger and bison types are not, as originally 
presumed, prototypes. It is now conceded that Russia has these transonic 
bombers in production. The news of the U. 8. S. R.’s work in the field of inter 
continental ballistic missiles is, to say the least, disquieting and should serve to 
hasten our own efforts in this field for deterrent effect and in civil defense for the 
protection of our fellow citizens. 

All along the line—in the air with long-range strategic hombers and supersonic 
MIG-17 fighters: on the water with submarines, carriers, and missile firing 
cruisers: and on the land with huge mechanized forces, Russia is building an 
overwhelming military power. Whether she chooses to use this force for black 
mail to implement her foreign policy of territorial aggrandizement and revolution, 
or for attack when she feels the time propitious, is a gamble the United States 
cannot afford. We must prepare now for any eventuality. Certainly we all 
desire and will work toward peace, but one of the keystones for lasting peace is 
an effective civil defense that says to any potential enemy: “We are prepared 
to absorb the initial shock of attack and then to rebuild to grasp the ultimate 
victory.” 

The small appropriation of less than $200 million asked by FCDA pales into 
insignificance beside the nearly $36 billion defense budget. It certainly is no 
news to the subcommittee that without the civilian production facilities to keep 
the military pipeline full, we are not going to win any war. Yet, no one will 
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disagree that civil defense is the coequal or partner of the military in deterring 
war. After all that’s our big fight—to keep the peace. 

In conclusion, gentlemen, the American Legion has for many long years, and 
always at the risk of being called “warmongers,” urged upon the people and the 
committees of Congress the need for strength. Strength in our Army, Navy, 
Marines, and Air Force, and since World War LI in the defense system for all 
Americans; civil defense. This is an effort that we, our children, and possibly 
our children’s children may have to bear as the price of peace, or if you will, 
the premium on our freedom insurance. 


Mr. Tuomas. What is the other matter ? 


NATIONAL Securrry TRAINING COMMISSION APPROPRIATIONS 


Mr. Kennepy. The other is the President's National Security 
Training Commission. That, as you know, Mr. Chairman, is the 
Commission which was set up on ‘national security training, which 
used to be referred to as universal military training. I believe they 
have asked for a budget in the coming year of $75,000. 

Mr. Ridley, in whose name this statement. is prepared, has been 
working with that Commission and has acted as chairman of our 
committee for some time. I think he is a friend of Mr. Evins here. 
Mr. Ridley respectfully requests you gentlemen give consideration to 
their application for the $75,000. 

Mr. Tuomas. Thank you. 

(The statement is as follows:) 


STATEMENT OF GRANVILLE S, RipLey, CHAIRMAN, NATIONAL SECURITY TRAINING 
COMMITTEE, THE AMERICAN LEGION 


Mr. Chairman and members of the subcommittee, you have been extremely 
generous in allowing me to present this statement setting forth the stand of 
the American Legion on the budget for _oper' ation of the National Security Train 
ing Commission for the fiscal year 1957. 

Last year, when the Reserve Air Force Act became law, many of us who for 
years have worked toward the enactment of universal military training and 
later national security training, felt a sense of accomplishment. We realize that 
this law lacked some other features that we deem important, and that time may 
prove indispensable to a successful operation. Universality is the means to fur 
ther reduce the size of our Standing or Regular Forces and to lessen the tremen 
dous cost which the maintenance of high standing forces requires. Compulsion 
to assure a sufficient flow of young men into the training program and subse 
quently into the Ready Reserve was likewise lacking. 

Time and trial will prove whether the 6 months’ training feature of the Reserve 
Forces Act of 1955 can operate successfully without universality and compulsion. 

To the lasting credit of Congress it must be said that, when the possibilities for 
any type of youth-training legislation looked darkest, Congress acted and through 
its efforts on August 9 of last year another step on the road to adequate long 
range military preparedness was achieved. One of the features of the Reserve 
Forces Act, which inescapably ties it to earlier legislation calling for universal 
military training and national security training in chapter VIII, secton 262 (e), 
sets forth its duties and responsibilities under the new act: 

“The National Security Training Commission shall advise the President and 
the Secretary of Defense and shall report annually to the Congress with respect 
to the welfare of persons performing periods of active duty for training under 
clause (1) of subsection (c) of this section, but shall have no authority with 
respect to the military training of such persons during such periods. Within 
sixty days after the date of enactment of the Reserve Forces Act of 1955, the 
National Security Training Commission shall submit to the Secretary of De- 
fense a program containing recommendations for the personal safety, health, 
welfare and morals of the members of the Ready Reserve while performing such 
annual duty for training including regulations concerning the dispensing of 
alcoholic beverages on training establishments in conformity with the laws of 
the several States.” 
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The guaranty that the American Legion and other civie and patriotic organi 
zations insisted upon in earlier legislative effort as part and parcel of a youth 
training program was that the National Security Training Commission must 
be predominantly civilian controlled so that these young men would’ be given 
the same careful attention in regard to their morals, health, and welfare as they 
would receive at home. 

During the past several years, since the National Security Training Commis- 
sion was created, there have been times when its future was placed in serious 
jeopardy by lack of adequate appropriations to insure its continued operation 
and the discharge of its assigned responsibilities. As chairman of the national 
security committee, the body which is responsible in large measure for the 
American Legion’s activity in this field, I can assure you that preservation of 
this Commission is vital to the success of the 6 months training provision of the 
Reserve Forces Act. Let me say that if the safeguards provided by the inspec- 
tion of the reports of this National Security Training Commission are to be 
lessened or eliminated you will provide grist for the propaganda machine of 
those who oppose any kind of defense preparedness for this Nation of ours. 

Four years is indeed a short time to prove the feasibility of this law, whose 
sole purpose is the building of a Reserve. The American Legion places itself 
on record among those who urge that the small appropriation of $75,000 asked 
for by the National Security Training Commission be granted. We firmly believe 
that the direction of America’s military preparedness program, if it is to be 
primarily professional or well-trained reservists, will rest on how well the act, 
which you Members of Congress gave to our Nation last year, works. 

Through our network of 17,000 posts and 14,000 Auxiliary units, the members 
of the American Legion and Auxiliary are contacting the mothers and fathers 
of young men in the 17- to 1814-year age group, encouraging them to have their 
sons enter this phase of the Reserve program. One of the main points, and 
it is of grave concern to parents, is the mission to be performed by the Presi- 
dent’s National Security Training Commission. I am sure that every member 
of this subcommittee recognizes the caliber of the members of the Commission 
and the heavy responsibility assigned to them under Public Law 305, 84th 
Congress. 

I urge your favorable consideration and approval for the modest budget of 
$75,000 requested by the Commission. 


Mr. Tuomas. Come back to see us again, gentlemen. 

Mr. Kennepy. Thank you for your courtesy, gentlemen. We ap- 
preciate it very much. 

Mr. Tuomas. It is always nice to see you both. 
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